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TUESDAY, APRIL 9, 1957 


Untrep Srates SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MERCHANT MARINE AND FISHERIES 


Washington, D. 0. 


The subcommittee met, pursuant to call, at 10:10 a. m., in room 
G-16, United States Capitol, Senator Warren G. Magnuson, chairman, 
presiding. 

The CHatrman. The committee will be in order. 

The committee has before it this morning, S. 1488, a bill to provide 
for the national defense, protect the foreign and interstate commerce, 
and to safeguard the interests, convenience, and necessity of the people 
of the United States, and promote the United States merchant marine, 

Also S. 1029, a bill to provide for standby authority for priorities in 
transportation by merchant vessels in the interest of national defense, 
and for other purposes.* 


Without objection, S. 1488 will appear in the record at this point. 
(S. 1488 is as follows :) 


[S. 1488, 85th Cong., ist sess.] 


A BILL To provide for the national defense, protect the foreign and interstate commer 
and to safeguard the interests, convenience, and necessity of the people of the Uni 
State, and promote the United States merchant marine 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the third paragraph of section 9 of the 
Shipping Act, 1916, as amended, is amended to read as follows: 

“To provide for the national defense, protect the foreign and interstate com- 
merce, safeguard the interests, convenience, and necessity of the people of the 
United States, and promote the United States merchant marine, it shall be unlaw- 
ful, except as provided in section 611 of the merchant Marine Act, 1936, as 
amended, (a) without the prior approval of the Administrator, Federal Mari- 
time Administration, to lease, bareboat charter, or time charter for a period of 
more than one year, or agree to lease, bareboat charter, or time charter for a 
period of more than one year, or in any manner transfer to any person not a 
citizen of the United States, any vessel or any interest therein owned in whole 
or in part by a citizen of the United States and documented under the laws of the 
United States, or the last documentation of which was under the laws of the 
United States; or (b) without the prior unanimous approval of the Federal 
Maritime Board, as provided in this paragraph, to sell, or mortgage, or agree 
to sell, or mortgage, to any person not a citizen of the United States, 
or transfer or place under foreign registry or flag, any vessel or any inter- 
terest therein owned in whole or in part by a citizen of the United States, 
and documented under the laws of the United States, or the last docu- 
mentation of which was under the laws of the United States. The Fed- 
eral Maritime Board is authorized to approve such a sale, transfer, or placement 
under foreign flag or registry if, (1) the Secretary of Defense certifies that such 
vessel is and will be of no value to the defense of the United States, or of any 


1 Hearings on this bill will be printed in a sepnirate volume. 
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value to a possible enemy of the United States during its useful life; (2) the 
Secretary of Commerce certifies that such vessel will be of no value to the for- 
eign or interstate commerce of the United States during its useful life; (3) the 
Secretary of State certifies that the sale, transfer, or placement under foreign 
flag or registry will be in furtherance of the foreign policy of the United States, 
and (4) after a public hearing the Federal Maritime Board determines that 
such a vessel for its useful life will not be (A) in the interest, convenience, and 
necessity of the people of the United States; (B) necessary to the maintenance 
and promotion of an adequate United States merchant marine; (C) operated 
in competition with any United States-flag ship; (D) put in any service which 
will release another foreign-flag vessel for competition with any United States- 
flag vessel; (E) operated under the flag or laws of any nation that does not 
maintain the highest international standards then prevailing with respect to 
the enforcement of maritime safety laws including manning scales and crew 
accommodations.” 

Sec. 2. Section 501 (a) of the Merchant Marine Act, 1936, as amended, is 
amended by substituting a semicolon for the period at the end of the section 
and adding the following: “and (5) the applicant, or any holding company, 
subsidiary, or affiliate of such applicant, does not own, in whole or in part, or 
operate any foreign-flag vessel which competes with any American-flag service 
determined by the Federal Maritime Board to be essential under section 211 of 
this Act, unless the Federal Maritime Board, by the unanimous vote of its mem- 
bers, determines that special circumstances warrant the waiving of this re- 
quirement”. 

Sec. 8. Section 804 of the Merchant Marine Act, 1936, as amended, is amended 
by striking out the proviso thereof the phase “by affirmative vote of four 
of its members”, and substituting in lieu the following: “by the unanimous 
vote of its members”. 


The Cuarrman. There are some Senators on the subcommittee who 
will be here a little later. 

The Chair would like to read an opening statement on the matter 
before the committee. I want to say at the outset we haven’t inquired 
for about a year, since the last session of Congress, into many matters 
pertaining to the American merchant marine. I suppose all of us 
present appreciate the interest that the chairman has in the welfare 
of the American merchant marine and the fact that for the past 
decade, approximately, we have been struggling with a lot of problems 
involving the merchant marine. I suppose that the Senate and the 
Congress have passed more individual bills directed to the welfare 
of the merchant marine than to any other phase of our American 
economy. 

It was my intention that we might have a review not only of what 
has happened, but of some of our problems in the future. 

Secondly, I think we have to evaluate these things in a very con- 
structive and sensible way. Whether or not all of us who are in- 
terested in the American merchant marine appreciate it or not, we 
have a terrific problem involved in our annual appropriations. I 
happen to be a member of the Appropriations Committee and should 
the House cuts remain, the cuts they made last week in the Commerce 
Department, I think the American merchant marine and the progress 
we have made over the past decade to build it up to be what we con- 
sider a strong, adequate merchant marine will be in great jeopardy. 
I think we have a lot of serious problems coming up again. 

Specifically, we have before the committee several bills pertaining 
to the merchant marine, but we will limit ourselves at least in this 
first session of the committee to two bills, one commonly known as 
the so-called warrant bill, and the other bill which I have introduced 
myself, involving foreign-flag transfers. That becomes a serious 
matter, particularly more serious this week than it did when I intro- 
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duced the bill, because of the serious and drastic cut of the House 
appropriations on all of our subsidy matters. It might occasion a 
eat breakdown of what we have done in the past 10 years if we 
on’t all get together and see what our problems are and try to solve 
them in a manner of compromise. 

I want to read this statement. It is brief, so that the record will be 
clear. 

Today’s hearings mark the opening of a broad-gaged inquiry by our 
Senate committee into the whole subject of adequacy of our United 
States flag commercial fleet to meet present-day and future needs. 
Closely allied with the general purpose is the more particularized 
question as to whether the Maritime Administration’s policy with 
regard to transfer of vessels to foreign registry and operation is 
serving the best interests of national maritime pole 

This latter phase of the inquiry, in turn, will be explored with 
especial regard to the transfer of tankships under the Maritime Ad- 
ministration’s current “trade out and build” policy which has been 
in effect and quite vigorously implemented since its promulgation on 
November 5, 1956. 

In connection with this last-mentioned point, I might state that 
there always has been considerable doubt in my mind as to the validity 
of the claim put forth by the Maritime Administrator, with the 
backing of Defense Department officials, to the effect that vessels 
authorized to be transferred to “friendly” foreign flags will remain 
under “effective United States control.” 

Experience in two World Wars, during the Korean conflict, and, 
more recently, following the closure of the Suez Canal, must be kept 
ever in mind as we are blandly assured by the responsible authorities 
of our Government that we will be able to regain these vessels for our 
national purposes should we ever desperately need them again. 

To put it mildly, I am exceedingly skeptical as to the promised 
availability of these transferred vessels. ‘To accept such assurances, 
and to proceed, as we seem to be doing, on the premise that it is all 
right to trade out a large proportion of our petroleum-carrying ton- 
nage in return for replacement by new vessels many months from 
now, strikes me as a most dubious procedure, which could invite dis- 
aster should war come upon us suddenly. 

Certainly, as chairman of the Senate committee charged with re- 
sponsibility for maintenance of an adequate commercial fleet, one 
equal to the demands of war as well as of peace, I am not willing to 
accept blindly such a policy. 

In our hearings starting today, we will attempt to establish a basis 
of factual information on which it will be possible to assay the policies 
in question, and to determine whether additional legislation is re- 
quired to protect the Nation against the dangers of possible disillusion 
resulting from present Maritime Administration transfer policies. 
Tn this connection, it seems to me that merely to cite the fact that there 
is not a single modern tanker in the national defense reserve fleet and 
that the Military Sea Transportation Service must rely largely on 
chartered tankers to serve its purely military needs at the present 
time, is to suggest that we could be in trouble, deep trouble, should an 
emergency hit us, and the promised “effective control” of traded-out 
tankers fail to be realized. 
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In connection with the inquiries cited, testimony will be taken 
during these hearings on Senate bill 1488, which would apply stringent 
restriction to transfers from United States registry. Witnesses also 
will be heard from Government and from the shipping industry, as 
to the need for passage, in its present form or with amendments, of 
S. 1029, which would give the President standby authority to require 
vessel priority warrants whenever he deems it necessary. This is 
identical to S. 2907, which was passed by the Senate during the 84th 
Congress after being amended to provide that its life would be limited 
to 5 years. 

At this point, I present for inclusion in the record sections 9, 37, 
and 41, of the Shipping Act of 1916, as amended (46 U. S. C. 808, 
835, 839). 

(The items referred to follow :) 


Surpprine Act, 1916 


Sec. 9. That any vessel purchased, chartered, or leased from the board, by 
persons who are citizens of the United States, may be registered or enrolled and 
licensed, or both registered and enrolled and licensed, as a vessel of the United 
States and entitled to the benefits and privileges appertaining thereto: Pro- 
vided, That foreign-build vessels admitted to American registry or enrollment 
and licensed under this Act, and vessels owned by any corporation in which 
the United States is a stockholder, and vessels sold, leased or chartered by the 
board to any person, a citizen of the United States, as provided in this Act, may 
engage in the coastwise trade of the United States while owned, leased, or 
chartered by such a person. 

Every vessel purchased, chartered, or leased from the Board shall, unless 
otherwise authorized by the Board, be operated only under such registry or en- 
rollment and license. Such vessels while employed solely as merchant vessels 
shall be subject to all laws, regulations, and liabilities governing merchant 
vessels, whether the United States be interested therein as owner, in whole or in 
part, or hold any mortgage, lien, or other interest therein. 

Except as provided in section 611 of the Merchant Marine Act, 1936, as 
amended, it shall be unlawful, without the approval of the United States Mari- 
time Commission, to sell, mortgage, lease, charter, deliver, or in any manner 
transfer, or agree to sell, mortgage, lease, charter, deliver, or in any manner 
transfer, to any person not a citizen of the United States, or transfer or place 
under foreign registry or flag, any vessel or any interest therein owned in whole 
or in part by a citizen of the United States and documented under the laws of 
the United States, or the last documentation of which was under the laws of 
the United States. 

Any such vessel, or any interest therein, chartered, sold, transferred, or mort- 
gaged to a person not a citizen of the United States or placed under a foreign 
registry or flag, or operated, in violation of any provision of this section shall be 
forfeited to the United States, and whoever violates any provision of this section 
shall be guilty of a misdemeanor and subject to a fine of not more than $5,000, or 
to imprisonment for not more than five years, or both. 

a * * * om + a 


Sec. 37. That when the United States is at war or during any national emer- 
gency, the existence of which is declared by proclamation of the President, it 
shall be unlawful, without first obtaining the approval of the Board—- 

(a) To transfer to or place under any foreign registry of flag any vessel 
owned in whole or in part by any person a citizen of the United States or by 
corporation organized under the laws of the United States, or of any State, 
Territory, district, or possession thereof; or 

(b) To sell, mortgage, lease, charter, deliver, or in any manner transfer, 
or agree to sell, mortgage, lease, charter, deliver, or in any manner transfer 
to any person not a citizen of the United States (1) any such vessel or any 
interest therein, or (2) any vessel documented under the laws of the United 
States, or any interest therein, or (3) any shipyard, drydock, shipbbuilding 
or ship-repairing plant or facilities, or any interest therein ; or 
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(ec) To enter into any contract, agreement, or understanding to construct 
a vessel within the United States for or to be delivered to any person not a 
citizen of the United States, without expressly stipuating that such con- 
struction shall not begin until after the war or emergency proclaimed by 
the President has ended; or 

(d) To make any agreement or effect any understanding whereby there is 
vested in or for the benefit of any person not a citizen of the United States, 
the controlling interest or a majority of the voting power in a corporation 
which is organized under the laws of the United States, or of any State, Ter- 
ritory, district, or possession thereof, and which owns any vessel, ship- 
yard, drydock, or shipbuilding or ship-repairing plant or facilities; or 

(e) To cause or procure any vessel constructed in whole or in part within 
the United States, which has never cleared for any foreign port, to depart 
from a port of the United States before it has been documented under the 
laws of the United States. , 

Whoever violates, or attempts or conspires to violate, any of the provisions of 
this section shall be guilty of a misdemeanor, punishable by a fine of not more 
than $5,000 or by imprisonment for not more than five years, or both. 

Any vessel, shipyard, drydock, shipbuilding or ship-repairing plant or facilities, 
or interest therein, sold, mortgaged, leased, chartered, delivered, transferred, 
or documented, or agreed to be sold, mortgaged, leased, chartered, delivered, 
transferred, or documented, in violation of any of the provisions of this section, 
and any stock, bonds or other securities sold or transferred, or agreed to be sold 
or transferred, in violation of any of such provisions, or any vessel departing in 
violation of the provisions of subdivision (e), shall be forfeited to the United 
States. 

Any such sale, mortgage, lease, charter, delivery, transfer, documentation, or 
agreement therefor shall be void, whether made within or without the United 
States, and any consideration paid therefor or deposited in connection therewith 
shall be recoverable at the suit of the person who has paid or deposited the same, 
or of his successors or assigns, after the tender of such vessel, shipyard, dry- 
dock, shipbuilding or ship-repairing plant or facilities, or interest therein or of 
such stocks, bonds or other securities ,to the person entitled thereto, or after 
forfeiture thereof to the United States, unless the person to whom the considera- 
ion was paid, or in whose interest it was deposited, entered into the transaction 
in the honest belief that the person who paid or deposited such consideration was 
a citizen of the United States. 

oa * * * oh * * 


Sec. 41. That whenever by said section 9 or 37 the approval of the Board 
is required to render any act or transaction lawful, such approval may be 
accorded either absolutely or upon such conditions as the Board prescribes. 
Whenever the approval of the Board is accorded upon any condition a state- 
ment of such condition shall be entered upon its records and incorporated in 
the same document or paper which notifies the applicant of such approval. A 
violation of such condition so incorporated shall constitute a misdemeanor 
and shall be punishable by fine and improsinment in the same manner, and 
shall subject the vessel, stocks, bonds, or other subject matter of the application 
conditionallly approved to forfeiture in the same manner, as though the Act 
conditionally approved had been done without the approval of the Board, but 
the offense shall be deemed to have been committed at the time of the violation 
of the condition. 

Whenever by this Act the approval of the Board is required to render any 
act or transaction lawful, whoever knowingly makes any false statement of a 
material fact to the Board, or to any member thereof, or to any officer, attorney, 
or agent thereof, for the purpose of securing such approval, shall be guilty of a 
misdemeanor and subject to a fine of not more than $5,000, or to imprisonment 
for not more than five years, or both. 


The Carman. Our first witness will be Mr. C. S. Teitsworth, 
vice president and director, Socony Mobile Oil Co., accompanied by 
Mr. Herb Steyn, his assistant, and Earl A. Brown, Jr., counsel. 

The Chair would like to say this: I have read this statement, so the 
record would be very clear on this whole matter—and I speak only 
for myself; I don’t speak for the committee. I don’t think anyone 
would agree there shouldn’t be any transfers at all in the field of 
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maritime transportation, but I think in the past 28 months at least 
there has been to me an alarming number of transfers to foreign-flag 
registers. I think there are some unusual cases, special cases, where 
the transfer would be justified. Some years ago when we gave the 
Maritime Administration, after the old Maritime Commission had 
been abolished, authority to make transfers under certain conditions, 
we thought it would be used very sparingly and under circumstances 
that might well justify it. 

I think my bill is the extreme end which would prohibit all trans- 
fers, but I think also a review of this whole situation is justifiable in 
view of not only world circumstances but our own American economy. 
I think that we should take another look at it and I wanted to make 
that statement. 

You have a written statement ? 

Mr. Terrsworru. I have submitted a written statement here in re- 
sponse to the telegraphic questionnaire which was submitted to Mr. 
Brewster Jennings, the chairman of our company. I believe it has 
already been stated that I am a director and vice president of Socony 
Mobil Oil Co., Inc., and that I have had charge of marine transporta- 
tion for that company since 1953. 

The answers I have submitted here in this memorandum contain a 
lot of figures, and I don’t know that it would serve any useful purpose 
to read it unless you would prefer me to read it. 

The Cuatrrman. We will put this in the record in full. I am fa- 
miliar with your statement where you set up the ships and the type 
and the deadweight tonnage, but I think if you would start on page 4 
of your statement, which goes into the general policy involved, it 
would be well. 


STATEMENT OF C. S. TEITSWORTH, VICE PRESIDENT AND DIREC- 
TOR OF SOCONY MOBIL OIL CO., INC., ACCOMPANIED BY HERB 
STEYN AND EARL A. BROWN, JR. 


Mr. Terrswortu. My name is C. S. Teitsworth. I am a director 
and vice president of Socony Mobil Oil Co., Inc. Since January 1953 
I have been in charge of the marine transportation department of this 
company. 

With reference to your telegram dated March 28, 1957, addressed to 
B. Brewster Jennings, chairman of the board of directors of Socony 
Mobil Oil Co., Inc., you are advised : 

1. (A) Socony Mobil Oil Co., Inc., owns and/or operates the fol- 
lowing United States-flag tankers: 


























16, 543 | 
I 


OWNED 
] 
Dead- | Dead- 
Name Type weight || Name Type weight 
tons } tons 

740 mt | | 
Eclipse ; cane Steamship 25, 234 | Shabonee | Steamship -| 16, 543 
Mohiloil..- do... 16, 582 || Siwanoy.- |... do.......| 16,543 
Sachem od haities lists :0.4.- 16, 543 || Socony-Vacuum | do.. 26, 977 
Sacona_-_- : 5 aon oe. 16, 543 || Tasealusa------ do 15, 910 
Saconnet-_- 5a) Scab nd see | 16, 543 || Tatarrax- --. | ..do 15, 910 
Samoset a iat ee de 16, 543 || Colina do 16, 770 
ais ok ik id od OS OE 16, 543 || Syosset. | do.......| 16, 526 

Saucon. F ms ---| a | 

| 

' 
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BAREBOAT CHARTERED 








DEIR Goings. 2. click... Steamship_-.}| 16,702 || Porryville......-.-.---.--.- Steamship__| 16, 661 
PE cintinciinatntiioniline : Ph Lanes! 26, 943 




















Socony Mobil Oil Co., Inc., owns and/or operates the following 
foreign-flag tankers: None. 

1. (B) Mobil Tankers Co., S. A., a wholly owned subsidiary of 
Socony Mobil Oil Co., Inc., owns "and/or operates the following 


tankers: 
Mobil Tankers Co., 8. A. 














OWNED 
Name Type Flag Deadweight 

| tons 

| 
Wg cin ccnctns teow aces asunpes nen habantn wen ek, Sts oae Panamanian --. -_- 16, 550 
ee hos baked. 2505 - kee ontitikes ey eee do scale UR ihaiaiciiai toes 29, 186 
Ee cin tee iin tytn < deaneiadia <ppegiet alta ethan $454 —bbdbeedak Wii Tetra <eky 30, 117 
WVMENNINT Sg Gi eet abdtagn on ctdnndacengeae batik See neato tnt Sy a i 16, 552 
Pe a as weakagndns sohbe fo ahd chs hdenka ob bebebaden OILS... chi eb e oe GM. d Sd i5ki Ss 15, 515 
Winamac_.-__- Sete sie iaabarnei ct waltea sof I cans ok eae Ri asl Recitation cas 16, 550 

BAREBOAT CHARTERED 

Mone Aledate.. eos ee Panamanian --_-__- 27, 006 
OEE PIII. Sots wncdccasescsnscocavandccticppeleadeselsadee endl ich otedbess 27, 010 
Mobil Brilliant.._.........- ecu cnunnsaedce Lens Se eee Rn REE. 27, 008 
EE ceca cons eoeckcee sscxeenseaes wa hwiee GE Dicn wainthetiion haat a es * 27, 003 
SE RE i e didn bainwes tee agelitecuags\zcccameald aitia eee ieee 27, 025 
Mobil Daylight...........-.--- TS SSS ee Ge iis 27, 028 
SU I ai a rt a a iinsvcut dnmtiieinia ae 27, 031 








Mobil Comet, Mobil Daylight, and Mobil Radiant are temporarily 
under a bareboat subcharter to another w holly owned subsidiary. 
1. (C) Tankers presently under construction for Socony Mobil Oil 


Co., Inc., and Mobil Tankers Co., S. A., are: 


Socony Mobil Oil Co., Inc. 


| 

Name Flag Type Deadweight Building Operation 
tons country 

Meee. Bea | United States_ Steamship. .-_-| 29,000 | United States_| Bareboat 

7 8 > eee | cba ee ats sce oes tore 29, 000 |...-- aceasta Do. 











Mobile Tankers Co., 8. A. 
None. 


Tankers presently contracted for the immediate future to be built 
in United States shipyards are: 


Socony Mobil Oil Co., Ine. 











Biica cee E a — 
Number of vessels Type Deadweight tons Flag 
a a 
Z.. ae Steamship ---_.--- 29, 000 | United States. 
> SPA cal Sh 30, 000 Do. 
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There are the following “jumboizing” contracts with United States 
shipyards : 


Number of vessels: 2. 
Type: Steamship. 
Deadweight tons: 19,400. 
Flag: Panamanian. 


Tankers presently contracted for the immediate future to be built 
in foreign shipyards are: 


Mobil Tankers Co., 8S. A. 


Socony Mobil Oil Co., Inc. 

None. 

Mobil Tankers Oo., 8S. A. 
Number of vessels: 1. 
Types: Steamship. 
Deadweight tons: 18,000. 
Flag: Panamanian. 
Building country: Scotland. 

The above information relates to tankers owned and/or operated 
by Socony Mobil Oil Co., Inc., and Mobil Tankers Co., 8. A. 

The name of Brilliant Transportation Co., a Panamanian company, 
was changed to Mobil Tankers Co., S. A., during January 1957. 

The Cuarrman. But Mobil Tankers took over ? 

Mr. Terrsworru. That is right. 

The Cuatrman. That is Panamanian ? 

Mr. Trerrswortu. Yes, sir. 

Now, in addition to the tankers we own and operate, we charter in 
our dollar fleet independently owned vessels of various flags, includ- 
ing United States flag, under several forms of charter. 

he CuarrMan. Now, let’s go back here and get the record straight. 

On page 2, Socony Mobil Oil Co. owns and operates 15 tankers 
flying the United States flag. Is that correct? 

Mr. Tertswortu. Fifteen. Your bareboat charter is additional. 

The Cuarrman. Fifteen; and your bareboat charter, 3. 

Mr. Trerrswortu. As Socony Mobil Co. 

The CuHarrman. Then Mobil Tankers, which is a Panamanian- 
owned company—— 

Mr. Trerrswortu. Owns and operates 6. 

The Cuarrman. And your bareboat charter, 7. 

Mr. Terrswortu. That is correct. 

The Cuarrman. All under the Panamanian flag. 

Mr. Terrswortu. Yes. Mobil Tankers; that is correct. 

The Cuarrman. And you are building for the Socony Mobil Oil Co. 
two tankers in the United States. 

Mr. Trerrswortu. Those are bareboats, Senator. In addition, we 
have contracted to build 3 or 4 ourselves. 

The Cuarrman. That is correct. And Mobil Tankers, which is 
the Panamanian company, has contracts to build two. 

Mr. Terrswortu. We have contracts to jumboize two Panamanian- 
flag tankers in United States shipyards. 

he CuarrMan, Bringing them here? 

Mr. Terrsworrn. Bringing them here; that is correct. 

The Cuarrman. And the Socony Oil Co. for the immediate future 
has none contracted for. 

Mr. Trrrswortu. In foreign shipyards. That is correct. 
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The Cuairman. And Mobil Tankers have one which you are build- 
ing in Scotland ? 

r. Terrswortu. That is correct. 

The Cuarrman. Now, go on with your information. 

Mr. TerrswortH. Now, in addition to the tankers that we own and 
operate under bareboat charter at the present time in our dollar fleet 
we have 26 vessels of all flags totaling 476,000 deadweight tons. Of 
those 26 vessels, 11 are United States-flag vessels that we have under 
bareboat charter. 

Now, the question was asked, under No. 2, about this foreign-flag 
operation, and the answer given there is that we feel that, to be com- 
petitive, we have to have low-cost transportation. Accordingly, it is: 
necesary for us to construct and operate tankers under foreign flag, 
where foreign trade is involved. 

We have a schedule here, which illustrates our views as to the cost 
of construction of tankers of three different sizes in domestic and 
foreign yards and our estimate of the cost of operation of tankers 
of those sizes. 

The CuarrMan. That will be included in the record. 

(The schedule referred to follows :) 


ScHEDULE A.—LHstimated comparative costs, United States versus foreign-flag 








tankers 
United States Foreign 

16,500 deadweight ton vessel: 

Construction cost per deadweight ton....................---.-.----- $350 

Construction cost, total_ -—__- es tees tees Te oon. 5, 775, 000 3, 878, 000 

Operating cost (excludes administrative), per annum. 998, 600 511, 800 

Operating cost (excludes administrative), per day.................-- 2, 894 1, 505 
30,000 deadweight ton vessel: 

Construction cost, per deadweight ton._.............-....-...---.--- 320 215 

CHasene Soe, Weeees L,I SS er ee 9, 600, 000 6, 450, 000 

Operating cost (excludes administrative), per annum.__..........._- 1, 344, 200 699, 000 

Operating cost (excludes administrative), per day..............-..-.- 3, 896 2, 056 
45,000 deadweight ton vessel: 

Construction cost per deadweight ton_.........-..-.--------- ee. 300 200 

COpENene WINE AUG a cad. ile ee od BV aE 13, 500, 000 9, 000, 000 

Operating cost (excludes administrative), per anmum___.__.......... 1, 650, 100 890, 700 

Operating cost (excludes administrative), per day.............-..-.-- 4, 783 2, 620 


Mr. Terrswortn. As far as many of these quotations are concerned, 
many of them are quotations we have obtained from domestic and 
foreign shipyards and the operating costs in most instances are de- 
rived directly from our average operating costs in our own company 
operating experience. 

The Cuarrman. We will put that in the record in full and we will 
come bacck to that for just a few questions. 

I wish then you would go on to No. 3 of page 4. 

Mr. Terrswortu. It is pointed out as an answer to question 3 that 
substantial dividends were declared and paid by Mobil Tankers, 
S. A.—It should be called Brilliant, at that time, because Mobil Tank- 
ers did not exist—to the parent, Socony Mobil Oil Co., in 1955 and 
1956. Full United States income taxes were paid, of course, on those 
dividends. 

The CHatrman. Let me ask a question there—and I suppose this 
would be true of other comparable companies, it wouldn’t be just your 
company: When you make a profit on the Brilliant Co., or the new 
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company, the Mobil Co., where are those profits? Are they deposited 
in Panama ? 

Mr. 'Terrsworru. Some in Panama, some in the United States. 

The Cuarmman. How are they brought into the United States for 
deposit without paying the tax on it before you distribute the divi- 
dends? 

Mr. Trrrswortn. There are earnings of a foreign corporation, so 
until the dividends are declared by that corporation- 

The Cuarrman. It could be deposited in a United States bank. 

Mr. Trrrsworrn. Or anywhere. 

The CHarmman. Until you distribute the earnings, they are not 
subject to taxation ? 

Mr. Terrsworru. That is correct. 

The Cuamman. When is it determined to distribute those divi- 
dends or those earnings, or divide them up as dividends? Is that 
done yearly ? 

Mr. Trerrsworrn. That is done yearly; yes. That is considered 
annually. The commitments of a company like that Panamanian 
company, so far as new shipbuilding and all other factors are con- 
cerned, its actual earnings are also considered in the declaration of 
those dividends. 

The Cuatrman. Are they allowed to remain and accumulate at 
times ? 

Mr. Trerrswortu. They are not allowed to accumulate because our 
need for ships is too great, Senator. 

For example, this Brilliant Co., in 1951 and 1952, out of its earn- 
ings purchased two 30,000-deadweight-ton tankers built in United 
States shipyards. Two of these ships were built in American yards 
for Brilliant Transportation Co. 

The Cuarrman. Then we are to understand in your particular case 
most of the earnings made from the foreign company have been dis- 
tributed, not as dividends but used to replace tonnage / 

Mr. Trerrswortu. Not to replace tonnage, but to add to tonnage. 

The Cuarrman. How much, generally speaking, has been turned 
over to the stockholders in dividends? 

Mr. Trerrsworru. I would say in those 2 years it was of the order of 
20 percent declared out as dividends. 

The Cuatrman. And I am to understand this is done every year? 

Mr. Trerrsworru. It is reviewed annually. We have no fixed policy 
as to how much is declared out as dividends. It depends on the earn- 
ings and the obligations that the company has to meet. 

The CHatmrman. Have the earnings ever been allowed to lay there 
for a period of time over a fiscal year? 

Mr. Terrsworrn. I believe that I am making a correct statement, I 
could check this for you, that earnings to some degree have been 
accumulated over a period of as long as 2 to 3 years. 

The Cusimoan. I think you know what I am driving at. 

Mr. Trivsworrn. I do; but I would like to point this out, that the 
obligations of this company to provide transportation for our grow- 
ing petroleum needs are such that downpayments might be made, for 
example, on shipbuilding contracts, and the real money needed to pay 
for those ships as much as 2 or 3 years later, because these shipyards 
are so loaded with business. 
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The Cuarrman. That part of the earnings wouldn’t be subject to 
tax. 

Mr. Trrrswortu. They would not be, except the local taxes of the 
Republic of Panama. 

The Cuarrman. But the part of the earnings that have been subject 
to tax you say may or may not have been allowed to accumulate in 
certain years. 

Mr. Trerrswortu. The part subject to United States tax is that that 
has been declared out as dividends in any given year. Whether that 
has been accumulated in one year or another, you might have, let’s say, 
$6 million or $8 million as a bank balance, and you might declare out 
a million dollars dividends. You can’t earmark those dollars as to 
which came from which year. 

The CuarrMan. Suppose you made $10 million in this foreign com- 
pany in a given year. You say about 20 percent has been used to 
implement and supplement your fleet ? 

Mr. Trerrswortn. No. I said about 20 percent of those earnings of 
1955 and 1956 had been declared to the parent company as dividends. 
The earnings of 1955 and 1956. 

The Cuatrman. About 20 percent. 

Mr. Terrsworru. Yes. 

The CratrmMan. Then 80 percent has been used to implement and 
supplement your fleet ? 

Mr. Terrswortu. Yes. I might point out that the record has been 
such that this Panamanian company has not always earned sums of 
money. At times it has shown losses. There has not been sterile 
money sitting there for any long period of time, or any unnecessary 
withholding. 


The Cuamman. I think you are getting down to what I am driving 
at. 
You have used what earnings you have, as I understand this, ap- 
proximately—you can supply the record with this later—approxi- 
mately 80 percent for new construction, to supplement your fleet, to 
add new ships or make capital investments on the fleet. (See p. 57.) 

Mr. Terrswortru. The funds are committed. 

The Cuamman. That would not be subject to tax; would it? 

Mr, Terrswortu. No; it would not. 

The Cuamman. And approximately 20 percent has been declared 
as dividends. 

Mr. Terrsworrn. In the years 1955 and 1956. 

The Cuarman. Now, what I am trying to get at is how much of 
the earnings that could be declared dividends that you haven’t taken 
out to supplement your fleet has been allowed to accumulate in Amer- 
ican banks or in Panamanian banks or any other banks? 

Mr. 'Terrswortu. I believe that our commitments and plans would 
call for even more funds—we will be borrowing funds before we are 
through—to build additional ships. . 

The Cuairman. In other words, your earnings in this foreign com- 
pany, I am to understand, those earnings have been pretty much 
erabbed by you to keep your fleet going and add to it and supplement 
it ? 

Mr. Terrswortu. And we need additional capital over and above 
those withheld earnings. 
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The Cuatrman. What was the reason for changing the corpora- 
tion ? 

Mr. Terrswortu. About 2 years ago we changed the name of the 
parent company from Socony-Vacuum Oil Co., to Socony Mobil Oil 
Co. Our brands are internationally known as the Mobil brands. 
Brilliant was a historical name of the company, of some of its early 
ships. Other than that it didn’t mean anything and we are trying 
to arrange so that our brands and our company name and the family 
of companies are generally identifiable by the public. 

The Cuarman. And there was no particular tax reason to supple- 
ment one corporation for the other ? 

Mr. Trerrsworrn. None whatsoever. 

The Cuarrman. It was just a question of names? 

Mr. Terrsworru. Yes. 

The Cuamman. And it was a complete transfer of the whole thing ? 

Mr. Terrswortu. We have been doing that with all of our affiliated 
companies, to change to the Mobil name. 

The Cuarrman. You say to remain competitive, you plan to trans- 
fer to Mobil Tankers five overage tankers, replacing them with new 
construction as heretofore indicated. In addition, new construction 
for foreign-flag operation is above shown. 

Now, what Sisliention have you made to the Maritime Administra- 
tion for transfer—how many applications are pending right now ? 

Mr. Terrswortu. These five vessels that are mentioned here and 
this program have been discussed with the Maritime Commission. 

The Cuarrman. What lists are they; in the first list on page 2—or 
page 1, rather? 

Mr. Terrswortu. The three ships that the Socony Mobil Oil Co. 
is building in its own right, which are listed at the middle of page 3. 
One is 29,000 deadweight tons, and two 30,000-deadweight-ton ships 
are contracted for to replace these 5. 

The Cuatmrman. They are to be built in United States shipyards? 

Mr. Trrrswortn. Yes, sir; for United States-flag operation. 

The CHatrman. How many applications do you have before the 
Maritime Commission to transfer your overage tankers? 

Mr. Terrswortu. I should put it the other way. Before these new 
buildings were entered into this matter of flag transfer was discussed 
with the Maritime Commission, and when these 3 new ships are com- 
pleted and placed into operation, the agreement is that we shall then 
have the privilege of transferring these 5 older vessels to the Pana- 
manian flag. 

The Cuarrman. That would be five of the ships listed on page 1. 

Mr. Terrswortu. That is correct. 

The Cuarrman. Which 5 would that be; the 16,000-tonners? 

Mr. Trerrswortu. It would be the Mobdiloil, Sacona, and the 7atar- 
rax; and approval for transfer was obtained on the Sachem and the 
Tascalusa, and we expect to transfer the Sachem at the end of 1957 
and the Z'ascalusa at the end of 1958 and the other three early in 1960 
when the new vessels are completed. 

The Cuatrman. That would be how many total vessels you intend 
to transfer for the three which you are building? 

Mr. Terrsworru. That would be 5 of these smaller vessels, and we 
are building approximately 90,000 deadweight tons in the 3 new ships, 
and the 5 to be transferred out represents a smaller total tonnage. 
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The Cuatrman. How much tonnage do you expect to transfer out? 

Mr. Terrsworrn. Of those ships, the 5 amounts to approximately 
82,500 tons, transfer out. 

The Cuarrman. It is even. 

Mr. Trerrswortu. No; the new buildings will represent about 8,000 
deadweight tons more than the 3 new ones—8,000 deadweight tons 
more than the 5 older ones. 

The Cuarrman. When you talk about overage, what is the average 
age of the ships you are transferring out? 

Mr. Terrsworru. These ships were built in 1943. 

The Cuatmrman. They average 14 to 15 years old? 

Mr. Trrrswortu. Yes; and at the time of transfer they will be 
older than that—17. That is, of those to be transferred in 1960. 

I might point out, too, that in addition to the tonnage there are 
other factors. These new ships, of course, will be faster. The old 
ones to be transferred out are 1414-knot ships and the new ones 1644- 
knot ships. 

The Cuamman. Your proposal is to transfer them to what is now 
Mobil Tankers, Inc. ? 

Mr. Terrswortu. That is correct. 

The CHatrrman. What will be their average use in the Mobil 
Tankers; continuous use ? 

Mr. TerrswortH. These new buildings are for the hauling of prod- 
ucts. These older ships to be transferred out, the tanks have been 
corroded, and so on, but they would still be a useful ship for the heavy 
oil trade. I should point out that our domestic trade and our domestic 
oil requirements are largely for the haulage of products, coastwise. 

The other is the haulage of crude and that type of thing, 

The Cuarrman. Would it mainly be in foreign trade? 

Mr. TerrswortH. Yes. 

The Cuatrman. And the new ones would mainly be in coastwise 
domestic trade? 

Mr. Terrswortu. That is right. 

The CuHarman. Who owns the 500 shares of Mobil Tank? 

Mr. Trrrswortu. Socony Mobil Co., 100 percent. 

The Cuarrman. And meetings of the sechatiinn you say are held 
each year, of the Mobil Tankers. Are they the same stockholders as 
Socony ? 

Mr. Terrswortu. No. 

The CHarrman. The same directors? 

Mr. TrerrswortnH. None of the same directors. 

The Cuarrman. Different directors ? 

Mr. Tr1rsworrH. They are different directors altogether. 

The Cuarrman. And the two corporations, although one owns the 
other, have different directors? 

Mr. TerrsworrnH. That is correct. 

The Cuarrman. Are the directors of the Mobil Tankers all em- 
ployees of Socony ? 

Mr. Terrswortu. I believe not. 

; ing CuHarrMaNn. There has to be some connection. You own it out- 
right. 

Mr. Brown. All of the officers and directors of Mobil Tankers Co. 
are officers and directors of that company. 


97220—57——-2 
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The Cuarrman. Well, you own the company. 

Mr. Brown. They are, of course, operating in a representative ca- 
pacity for Socony Mobil Oil Co., Inc., in the sense that they are di- 
rectors carrying on the business for the stockholder, which is Socony 
Mobil Oil Co. To that extent you would say they are performing 
their duties for the stockholders. 

The CHarrman. Socony, owning Mobil Tankers, would designate 
their representatives to the board of directors of Mobil, would they 
not ¢ 

Mr. Terrswortu. That is correct. 

The Cuarrman. It is only natural that they should do that. There 
are no outsiders involved. You own the company. You are not go- 
ing to bring in an outsider to be on your board of directors. 

Mr. Trrrswortu. You asked if they were employees, and I suppose 
in the sense that they are directors they are employees, but they are 
not full-time employees, all of them. 

The Cuamman. But they act for 

Mr. Terrsworru. They act for Socony Mobil Oil Co.; that is cor- 
rect. 

Mr. Brown. Just so the record might be straight, I think technically 
you would consider they were directors elected by the stockholders, 
which is Socony Mobil Oil Co., Senator. 

The CHarmman. I would think it would be only natural that the 
company owning all of the stock would want representation on that 
board of directors. 

Mr. Brown. I think it is just a matter of words. 

The Cuamman. Now, you say on page 5, your point 6: 





The policy of the Maritime Commission with respect to the transfer of tankers 
to foreign registry was a major factor in the decision of this company to com- 
mence its present tanker-construction program in the United States. 

Now, do you recall when that policy was enunciated by the Mari- 
time Board? Has it been 1955, 1954? We are kind of anxious to 
know when they publicly announced this policy, because it has been 
creeping up on us a little bit here. 

Mr. Trerrsworrn. We have two ships here of the current Mobil 
Tankers Co., the Winamaec and the Wauketa, which I believe are 
listed here. Those two ships, the flag was transferred April 6 and 
July 9, 1954. 

The Cuairman. So at least you were cognizant of the so-called 
policy of the Maritime Commission with respect to transfers as far 
back as 1954? 

Mr. Trerrsworrn. Here is a statement of the Maritime Commission, 
itself, which says the trade-out-and-build program is not new. As 
shown in table 6, the Maritime Administrator approved a number 
of these transactions prior to 1955, as an incentive for new con- 
struction in accordance with the statement of policy adopted July 
5, 1952. 

Mr. Brown. The record will show that he has read that from 
page 21 of the March 1957 review of vessel-transfer activities of the 
United States Department of Commerce, Maritime Administration. 

The Cuamman. You were cognizant of this policy back as far as 
1954 and made application in that year for some of these transfers. 
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Mr. TerrswortH. Yes. We had some new buildings at that time. 
We had 2 vessels, the “eclipse, and 1 other that were built at that 
time. 

The CHatrman. Now, on your point 7 on page 5, you say: 

Vessels transferred by this company to Mobil Tankers Co. 8S. A., should be 
considered as under effective United States control. 

Could you elaborate a little on what you consider effective control ? 

Mr. Terrswortu. Well, I should say that we own 100 percent of 
the stock, and under those circumstances if the management didn’t do 
what we ‘thought was appropriate we would get a new management. 
From that point of view the management certainly is under our con- 
trol. We consider that the Republic of Panama is a friendly country. 
A lot of this foreign trading is in the Western Hemisphere, so that 
we consider these ships fully available to us, and for that matter to 
the United States, in the event of an emergency. 

The Cuatrman. What if Panama passed some legislation or issued 
decrees to the contrary? Would you have any control over them 
then ? 

Mr. Trerrsworru. I wouldn’t want to speculate about that. They 
haven’t done it. 

The Cuatrman. Did you have any ships in World War IT under 
the Panamanian flag? That is, during the period of World War II. 

Mr. Trerrsworru. I believe that we had two ships under the Pan- 
amanian flag? That is, during the period of World War IT. 

The CHatrMan. What happened to them? Were they under our 
control ? 

Mr. Terrsworrn. I believe I can say with confidence that they 
were under our control. 

The CuarrmMan. Were they used to haul supplies and oil products 
to our forces, or did the Panamanians use them ? 

Mr. Terrsworri. We do not conduct any substantial internal busi- 
ness. 

The CuatrmMan. Well, you only had two of them. 

Mr. Trerrswortu. We just had two, and they were at the dis- 
posal of the United States at that time. 

The CHarrmMan. Do you recall whether or not under our so-called 
ahs warrant bill our Government directed their use or whether or 
not the Panamanian Government directed where they should be used 
and for what purposes ? 

Mr. Trrrsworru. I believe if the Panamanian Government had 
been directing their use in any way, shape, or form at that time, I 
would have known about it. I should call your attention, Senator, 
however, to the fact that I was not in my present position at that 
time. I was involved in the development of these aviation gasoline 
plants, in the refining branch of our business at that time. 

The CHarmman. Is there someone in the company who could tell 
us who directed their use at the time of the emergency ? 

Mr. Brown. We can furnish you information on that. 

The Cuairman. Whether there was a directive from the Panaman- 
ian Government as to their use or whether our Government made 
that decision. 

Mr. Brown. We will be glad to obtain that information. 
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Mr. Terrsworrn. I am sure it was at United States direction and 
disposal, but we will check that point. 

The CHamman. It might have been with the acquiescence of 
Panama. 

Mr. Trrrswortu. If there is any variance from that we will let 
you know. 

Mr. Brown. And we were using the Panama Canal, too, with their 
acquiescence. I think the United States Government is well aware 
of the friendly relationship which existed there at that time. 

The CuHarrman. Well, we had friendly relations with Egypt up 
until a few weeks ago, too. I read the other day of some speeches 
in Panama, sounding a little bit like somebody was talking in Egypt 
about 3 or 4 months ago. I don’t think it is any serious threat, but 
Panamanians are even asking now for more land down there, more 
money, more maintenance costs, and a better division of the so-called 
funds from the canal—the fees. We have that problem, but we did 
build the canal and it is pretty much an American operation. We 
hope it will stay that way, but we do have that problem. 

I think that the record would probably show—I am not sure 
about this—that during the war, although a ship flying the Pana- 
manian flag was technically and legally under the Panamanian Gov- 
ernment’s regulations, they cooperated with us in any directions 
through them and sort of acted as our agent. But technically they 
could pass regulations or could direct a ship under the Panamanian 
flag in case of emergency, to do what they suggested it do, rather than 
us. There was cooperation during the war. I think you will find that 
with the two ships you had. 

Mr. TerrswortH. Yes. 

The Cuarrman. Now, let’s get into these cost figures. I under- 
stand, if you have any justification for making these transfers, it all 
gets down to the dollar sign ; does it not? 

Mr. Terrswortu. It is a question of economics. 

The Cuarrman. Yes. It all gets down to the dollar sign. At any 
time companies are asked, particularly those oil companies—because 
more of these transfers have been in the tanker field in the past few 
mn ag justify their applications, they justify the policies of the 

aritime Board, they justify the fact that they can’t build a ship to 
sail under the American flag unless they are allowed to make more 
money in foreign-flag transits. Isn’t that correct? And there is a 
little tax problem involved, too, which we might get into later. 

Mr. Trerrsworrn. There is a tax problem involved. There is an 
operating-cost problem involved. 

The Cuarmman. But it all gets down to the cost. 

Mr. Terrswortu. It is a question of economics. When we are deal- 
ing with dollar ships, of course, in foreign trade, if you could com- 
pete effectively, you might leave ships even of this old character, you 
might keep them in operation or you might scrap them under the 
American flag. It isa question of economics. 

The Cuarrman. Now on your schedule A, construction cost per 
deadweight tonnage, you have got the figure 350. What is that? 

Mr. Trerrswortn. That is $350 per deadweight ton under United 
States construction. 








SHIP TRANSFERS TO FOREIGN FLAG 17 


The CHarrman. And foreign, $235. Is that present construction 
cost or is that the average over the period since the war in foreign 
shipyards ? 

Mr. Trrrswortu. This is our estimate of present construction costs 
for a vessel of 16,500 deadweight tons. 

The Cxarrman. The cost now in foreign shipyards? 

Mr. Terrsworru. That is correct. I might say this Scottish new 
building is one of that class of vessel. It is a 19,000-ton vessel. 

The Cuarrman. What does the construction cost have to do with the 
flag, after it is constructed ? 

T on just asking this for information. Your construction cost for 
the ship in the Scottish yard now is going to be $235. 

Mr. Terrswortu. Approximately. 

The Cuarrman. When you build it that much cheaper, what does 
the flag have to do with it? It then gets down to operating costs; 
doesn’t it ? 

Mr. Trrrswortu. It gets down to operating costs; that is correct. 

The Cuarrman. Your operating costs on a 16,000-deadweight-ton 
tanker per annum runs $998,000 under United States flag; $511,800 
under foreign flag ¢ 

Mr. Terrswortu. That is our best estimate. 

The Cuarrman. Your per day cost is $2,894, as compared to $1,505. 

Mr. Terrswortn. That is correct. 

The Cuarrman. Now, breaking that down a bit—and I know you 
will give general figures here, and we can correct the record later on 
if we want them specific—what makes up the difference between the 
$2,800 and the $1,500 ? 

Mr. Terrswortrn. The principal amount in that is the manning cost. 

The CHamman. Is that because all of these foreign tankers that 
you have transferred, operating in the Panamanian company, have 
foreign crews? 

Mr. Trerrswortu. That is correct. 

The Cuarrman. Does that go to the officers, too? 

Mr. Trrrswortu. The officers might be British, they might be 
German. 

The CuarrMan. But they are all foreign ? 

Mr. Terrswortu. They would be foreign. 

The Cuatrman. Is every bit of that manning, or are there some 
other factors? What about supplies? Where do you pick them up? 
Ship stores. 

Mr. Terrswortn. The main bulk of those stores are purchased in 
the United States for the Mobil Tanker Co., S. A., but there is a small 
difference. I believe about 60 percent of the stores for the Mobil 
Tanker Co., S. A.—62.5 percent of the stores for the Mobil Tanker 
Co., S. A., are obtained in the United States. 

The CuarrMan. Forty percent in foreign ports? 

Mr. Terrswortn. Thirty-seven and one-half percent. 

The CuarmrMan. So that would be included in that operating cost? 

Mr. Terrswortn. That would be a smaller part of the differential 
in operating cost ; yes. 

The Cuarrman. Now, is there anything else included? What about 
repairs ¢ 
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Mr. Terrswortu. United States repairs have a higher cost. 

The Cuairman. How much of that is done, generally speaking, in 
foreign ports, rather than United States ports? 

Mr. Trerrswortu. I believe the repair work on those ships is all done 
in foreign yards, unless there is an emergency. 

The Cuarrman. Well, that would be a part of that difference; 
wouldn’t it? 

Mr. Trrrswortu. Yes; maybe $150 a day of the difference, in 
repairs. 

The Cuamman. What about such things as insurance and things 
of that kind? 

Mr. Terrswortn. We have stated here in this statement that we are 
self-insurers of this fleet, and under self-insurance there isn’t any cost 
differential. 

The Cuarrman. What about your personal liability? Do you have 
any for foreign crews? 

Mr. Terrswortn. I didn’t quite understand the question. 

The Cuarrman. Personal lability. 

Mr. Terrswortu. We self-insure that, too. 

The CuarrMan. You mean every crew member is insured—the for- 
eign crew members by yourselves, in case of accident? 

Mr. Trerrsworts. That is correct. 

The Cuarmman. Under the American flag how is that handled? 

Mr. TerrswortH. The same way. 

The CuarrmMan,. You are self-insurers and you don’t buy any per- 
sonal-liability insurance at all ? 

Mr. Terrswortu. No; we do not. 

The CuarrMan. So approximately $1,300 a day is mainly taken up, 
you say, by manning? 

Mr. Terrswortu. That is correct. 

The Cuarrman. And the ratio on 30,000-ton and 45,000-ton vessels 
runs about the same; doesn’t it? The difference in cost, generally 
speaking, percentagewise? You have on 45,000 tons, $4,783, against 
$2,620. 

Mr. Terrsworru. That is generally true, except as the ship gets 
larger the labor element of your cost becomes smaller, relatively. 

The Cuarrman. Now let’s take the 16,000 tons. What is the 
average crew under your American flag? Your operations? 

Mr. Terrswortu. About 43. 

The CHatrman. And under the Panamanian flag what is the av- 
erage ? 

Mr. Trerrswortu. About 45. 

The CHatrman. You have about the same amount of personnel in 
both cases ? 

Mr. Trrrswortu. It is not greatly different. 

The Cuarrman. So, therefore, the difference in manning would 
come on wages, rather than a cut in personnel, as far as your opera- 
tion is concerned ? 

Mr. TerrswortH. That is correct. Wages; perhaps hours and 
overtime. 

The Cuarrman. What is the difference in hours in both operations ? 
Foreign crews have no overtime? 

Mr. Steyn. Much less, sir. There is some. 

The Cuatrman. Do they have any? I don’t know. 





SHIP TRANSFERS TO FOREIGN FLAG 19 


Mr. Trerrswortn. Yes. 

Mr. Sreyn. I can’t answer specifically, but I can say the overtime 
foreign crews are paid much less than under United States. United 
States is 4 hours on and 4 hours off. 

The CuarrMan. What do they do? 

Mr. Steyn. They are the same, but they are not on overtime at night 
or during Saturdays and Sundays. The overtime rates are nowhere 
near as high as the United States rates. 

Mr. Brown. If the committee would like that information, we will 
get it for you. 

Mr. Steyn. We can give you an exact schedule on both types of op- 
eration. (See p. 57.) 

The Cuarrman. But there is much less overtime. The overtime, as 
I understand it, on foreign crews, is almost negligible. 

Mr. TerrswortH. It is smaller. But the main factor here, I would 
say, are the wage rates themselves. 

The Cuamman. The difference in the regular voyage wage rate? 

Mr. Terrswortu. That is the majority of it. 

The Cuarrman. Where do you pick up these crews? 

Mr. Stern. We are using British and German officers, and Indian 
unlicensed personnel, and some West African. 

The Cuatrman. How do the Indians get aboard ship? Do you 
fly them to the ship ? 

Mr. Steyn. We fly them to the ship, or occasionally the ships are 
in the Persian Gulf area and put into Bombay, and the men sign on 
for a year. 

The Cuarrman. They sign on for a year. And you use a lot of 
Indian crews? 

Mr. Sreyn. Yes. 

The Cuatrman. Are they picked up by a labor agent in Bombay! 

Mr. Steyn. Bombay. 

The CHatrmMan. What do you pay him to pick them up; a per- 
centage? Is it like an employment agency ? 

Mr. Stern. Yes. I can’t tell you what it is, but there is a fee. 

The Cuamman. There is a fee for doing it, naturally. 

How many of the crews are Indians, as compared to other nation- 
alities ? 

Mr. Sreyn. I think all but two. 

The Cuatrman. Are they mainly Indians? 

Mr. Steyn. Mainly; yes. 

The Cuatrman. On your Panamanian-flag ships? 

Mr. Steyn. On the Mobil tanker ships. 

The Cuarrman. What are the two exceptions ? 

Mr. Sreyn. West African. On ships which trade to that area. 

The Cuatrman. You pick them up in West Africa? 

Mr. Stern. Freetown. 

The Cuamman. But the officers may be British or German ? 

Mr. Sreyn. British or German. 

The Cramrman. So you would have probably five or six hundred 
Indians in the particular ships that you operate, wouldn’t you, using 
them 45 to a ship? 

Mr. Steyn. Yes. 

The Cuarrman. And if the ship doesn’t happen to be in India, you 
fly them to the particular place where it is? 
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Mr. Stern. Yes. 

The Cuatrman. Which might be in the Middle East oil area? 

Mr. Sreyn. Yes. 

The Cuarmman. And they sign up for a year ? 

Mr. Steyn. For a year. 

: ahs Cuatrman. Who signs them, the employment agency in Bom- 
ay ? 
r. Steyn. Vo; the ship’s master, when they report to the ship. 
They do it before an Indian consul. 

The Cuarrman. Do you pay a fee for the consul ? 

Mr. Sreyn. Yes; there is a fee for signing on, a small amount. 

The Cuareman. A dollar, or something like that. 

Is that typical of other Panamanian operations, to have Indian 
crews ? 

Mr. Srern. I wouldn’t know, sir. 

Mr. Terrswortn. I don’t think we know what other Panamanian 
operators do. 

The Carman. Now I understand the directors of the Tankers 
Co. meet every year, and that other than the amount—you have X 
number of earnings, and other than the amount that you use for 
replacement, which you say you have been using the major portion 
of those earnings in the past few years 

Mr. TerrswortH. Expansion or replacement. 

The CHamrman. Expansion or replacement. Then what is left, 
that every year you declare a dividend and bring it to the United 
States for tax purposes / 

Mr. Terrsworrn. I did not say that. 

The Cuatrman. I want to get the record straight on that. 

Mr. Terrsworrn. I said that in 1955 and in 1956 we declared out— 
Mobil Tankers declared out dividends amounting to about 20 percent 
of their earnings. The balance of it, plus some more, is being put into 
ships. 

The Cuatrman. I understand what the balance is used for, but I am 
trying to say this: You have X number left of earnings, and there it 
is. It is deposited tax free someplace. Panama or the United States, 
you can deposit it anyplace. 

Mr. Terrsworrn. That is right. 

The Cuarrman. Am I to understand that it is the policy of this 
company, which is owned by the parent company, Socony, that what is 
left after every United States tax year, they declare a dividend on that 
earning ¢ 

Mr. Trerrswortu. I didn’t indicate that we had a fixed policy on 
that. What I said was, depending on the amount of the earnings and 
the amount of the obligations, we reviewed the matter each year, and 
to the extent possible declared out dividends that we thought were 
appropriate. 

The CuHarman. And there is nothing wrong with this, there is 
nothing legally wrong with it, but in reviewing that amount wouldn’t 
you consider your tax position of that particular year? 

Mr. Trerrswortu. Do you mean of the parent company ? 

The Carman. Well, the parent company or the stockholders of 
thiscompany; yes. They own the 500 shares. 
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Mr. Terrswortu. I don’t believe that the size of the Mobil Tankers 
operation is such that the tax position of the parent company would 
have very much bearing on the amount of dividends paid out or de- 
clared out by Mobil Tankers. It is quite small in relation to the 
parent company. 

The Cuarrman. I know it is small in relation to the parent com- 
pany, but what I am trying to arrive at—and I think this is true with 
most Panamanian operations in the oil field or the tanker field, is that 
there is no fixed policy like the normal American corporation that 
meets every year and determines whether they will declare a dividend 
on their earnings; that some of these earnings may accumulate over a 
period of time in the banks or in Panama and be brought in as earnings 
to the United States stockholders in a given tax year. 

Mr. TerrswortH. That may be true for some operators. 

The Cuarrman. In your company in the past 2 years you have 
declared a dividend ? 

Mr. TerrswortrH. That is correct; and in the operations of this com- 
pany more new ships—it is such that they are going to need more. 
There will be borrowing before we are through with it, in addition to 
earnings in the purchase of new ships. 

The Cuatrman. Would you mind telling us how much that Pan- 
amanian company made last year, in earnings? You don’t have to if 
you don’t want to. I suppose it is a public record. 

Mr. Terrsworrs. Mobil Tankers in the year 1955 earned a little over 
$3 million and declared out $1.1 million in dividends. 

In 1956 Mobil Tankers earned $8,080,000 and declared out $1 million 
in dividends. 

In the year 1956, the parent company has reported—the parent 
Socony Mobil Oil Co.—has reported earnings of approximately $250 
million. 

In 1955 the parent company earned $208 million, so it is $3 million 
against $208 million. 

The Cuarrman. But last year you kept $7 million back for future 
shipbuilding. 

Mr. Terrsworrn. That is contracts that we made last year, ac- 
tually. Financing. 

The CuHatrman. Do you have a book value for the Panamanian 
company? Naturally it would be the ships. 

Are there any Panamanian taxes on this money ? 

Mr. Terrswortu. Yes; there are some. In 1956, taxes, other than 
income taxes, were $49,682. 

The Cuarrman. That is in 1956? 

Mr. Trrrsworru. Yes. That is taxes other than income taxes. 

The Cuarrman. Corporate tax; is that right ? 

Mr. Terrsworrn. That is corporate income tax. On income, I 
presume, earned within Panama. 

The CHamrmMan. Do you employ Panamanians in your company? 

Mr. Terrswortu. In the offices there ; yes. 

The Cuarrman. For administrative purposes? 

Mr. Terrswortu. Inside. 

The Cuarrman. And you maintain a regular office in Panama? 

Mr. Terrswortn. Yes, sir. 
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The Cuarrman. An administrative office for this company. 

Mr. TerrswortH. That is correct. 

The Cuarrman. Who is the president? Does he stay down there or 
does he stay in New York? 

Mr. Terrswortu. He is down there. His name is Clifford Payne. 
He is a resident of Panama. 

The CuarrmMan. You maintain offices in New York; do you not? 

Mr. Terrswortu. In Fort Lee, N. J. 

The Cuairman. How many do you employ administratively in 
Panama? 

Mr. Terrsworru. Well, there are 4 of these directors who are Pana- 
manian residents, out of 6. 

The CHatrman. Panamanian law requires you to have some di- 
rectors from Panama; does it not ? 

Mr. Trerrsworru. Yes; but 4 of the directors of this company out of 
a board of 6 are Panamanian residents. 

The Caiman. They not only require it, they encourage it; don’t 
they ? 

Mr. Brown. Senator, I believe the Panamanian laws do not require 
the directors. I could determine that. 

The Cuamman. I am not sure. 

Mr. Brown. I am reasonably sure it does not. 

The Cuarrman. At least they encourage it. 

Mr. Brown. I am not aware of that. 

The Cuatrman. How often do these ships touch Panamanian 
ports? 

Mr. Trerrswortn. Very infrequently. 

The Cuamman. How many people does the president handle i 
Panama, Mr. Payne? 

Mr. Terrsworru. I would expect it is quite nominal. 

The Cuarrman. Can we have, for the record, the number of people 
you employ in Panama, as against your people i in New Jersey ? 

Mr. Brown. We can certainly furnish that information. (See 

. 57.) 

The Cuamman. Obviously, what I am trying to determine is the 
Panamanian operation. I think we all understand it as a paper opera- 
tion. It is a fiction to fly the Panamanian flag. There is little or no 
operation in and out of Panama. 

Mr. Trerrswortnu. It is not an operating office, so you wouldn’t ex- 
pect large personnel ; that is correct. 

The Cuarrman. And there are no Panamanian crews. All the work 
is done someplace else. Either in Bombay or in New Jersey, or some- 
place else. 

Mr. Terrswortu. Yes. 

The Cuarrman. And although you may have four Panamanian di- 
rectors, they are only just directors and they meet, as you say, once a 
year. There is actually no operation in Panama. Yon pay the fee, 
whatever the fees are. You incorporate in Panama, but there is no 
operation there at all. The ships may go through the canal. 

Mr. Trrrswortu. Yes; we do saint iio ships through the canal 
and out to the west coast. And other destinations. , 

The Cuatrman. You would have more business in Bombay, India, 
than you have in Panama? i 

Mr. Terrswortu. We do not operate in Bombay directly. 
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The Cuatrman. But you have more administrative business ? 

Mr. Terrswortu. Yes. 

The Cuarmman. And more in New Jersey ? 

Mr. TrrrswortH. Yes. 

The Cuarrman. Now, counsel here may have some questions. I 
haven’t any more. 

Senator Corron. Do any of your affiliates ship oil from Venezuela, 
or some South American source, to New England and the Eastern 
States—the kind of oil that is used for power and industrial purposes? 

Mr. Trerrswortu. We ship oil from the Caribbean area to ports 
along the United States Atlantic seaboard. However, that oil is 
brought in in bond and used for the bunkering of tankers in harbors 
such as New York, Philadelphia, and so on. We do not import resid- 
ual oil and fuel oil as such, for sale to domestic trade within the 
United States. We do import crude oil into some of our refineries 
from Venezuela. 

Senator Corron. It has to be refined after it gets here? 

Mr. Terrswortn. That is correct. 

Senator Corron. But it would be other companies who sell to my 
section of the country, New England, the oil that is used for industrial 
purposes ? 

Mr. Trerrsworru. Yes. We sell some domestic heavy fuel oil in 
the New England area, but we are not importers of heavy fuel oil for 
sale. 

Senator Corron. I am trying to determine whether that oil is 
brought in American-flag ships or foreign-flag ships to New Eng- 
land, and if it is brought in foreign-flag ships what saving cost is 
reflected in the price we pay for the oil. I assume I had better talk 
to someone who handles that. 

The Cuatrman. We will have the Standard people. 

When you applied to the Maritime Board for certificates of trans- 
fer, did your application state that, unless you could transfer these 
ships, you would not build the new ones? In other words, is there 
a little legalized blackmail there? It is perfectly legal and I do not 
criticize it, but didn’t your application state that you would build 
the new ones if you could transfer these ships, foreign? If you 
couldn’t transfer these ships foreign that was very doubtful, and you 
doubted whether you would build any new ones? 

Mr. Trrrsworrn. I don’t know whether we said the last part of your 
statement or not. What we would have for consideration if we failed 
to have transfer rights. 

The CHarrman. That was your justification for the application 
that you would build new ones; wasn’t it? You said “If we can 
transfer, we will build new ones.” There is nothing legally wrong 
with it. 

Mr. Trrtsworrn. Let me finish my statement, Senator. What I 
vas leading up to was that the transportation requirements of our 
foreign business are growing much more rapidly than the transporta- 
tion requirements of our domestic business. 

Now, whether we practiced, as you call it, legalized blackmail with 
the Maritime Commission 

The Cuarrman. I am a little rough with my terms, but that is 
what it amounts to. 
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Mr. Terrswortu. The consideration we would have, obviously, if we 
failed to get flag transfer approval, would be whether we shouldn’t 
build for our Panamanian fleet. in foreign yards new ships and.run 
the old ships in our United States fleet. 

The Cuatrman. It is part of your economic problem. 

Mr. Terrsworru. That would be the thing we would have to ana- 
lyze. 

"The Cuarmman. Let me ask you this: If you didn’t get permission 
to make this transfer, would you still build these new ships? 

Mr. Terrswortu. We might build them in foreign yards for for- 
eign use. 

he Cuarrman. But under no circumstances would you build them 
in American yards, if you couldn’t get the transfer. Do I under- 
stand that ? 

Mr. TerrswortH. I did not say that. 

The Cuatrman. I want the record to be straight on this thing. 

Mr. Terrswortu. What I meant to imply, that we would have to 
examine the economics of this whole situation. 

Now, these ships that we propose to transfer out are old ships. 
They can be run some, additionally. On down the road 5 years or 
so they would have to be replaced. 

Now, under this scheme, we would build new ships and put the 
old ones out where they can go into the heavy-oil trade and operate 
competitively for a longer period of life. Some of them we propose 
to bring back in here and jumbolize in United States yards, again. 
We have already arranged for two of those that were transferred out 
to come back here and be jumbolized for foreign use. 

The Cuatrrman. Let me put the question this way: Would it be 
unlikley you would build these new tankers if you didn’t get per- 
mission to transfer the old? 

Mr. Terrsworru. I think it might be unlikely that we would do 
this at this time. It would be unlikely that we would do this as this 
time and in the quantity that we are doing it. 

The Cuamman. But supposing there was a complete restriction on 
foreign-flag transfers. Then you would have to get your pencil out 
and sharpen it a little bit. 

Mr. Terrsworrn. Yes; and we might have to get some of these old 
ships together and keep them going. 

The Cuatrman. You would have 45 American sailors instead of 45 
Indians aboard; is that correct ? 

Mr. Terrswortn. No. Our American personnel are company em- 
ployees just the same as any other company employees. 

The Cuatrman. I mean aboard ship. 

Mr. Terrswortn. I mean that, too, aboard the ship. They are 
Socony Mobil Oil Co. employees, and they are treated in the east 
coast area here identically the same as any other American employee. 

The Cuatrrman. You would have an American crew instead of an 
Indian crew, on the old ships ? 

Mr. Terrswortu. We have kept a fairly constant operating per- 
sonnel on all of these ships over quite a great many years. 

The Cuarrman. If the old ships were not transferred and you 
didn’t get permission to transfer them, if you continued to operate 
you wouid have an American crew instead of an Indian crew ? 
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Mr. TerrswortH. On those particular ships; but what we would do 


when the new ships come into being’on this program, we transfer the 


American crews from the old ships to the new ones and the Indians 
then would take over when the transfer to Panama is affected. 

The CuHarmman. But, if you couldn’t transfer them and you had 
new ships you would have American crews on both of them. 

Mr. Terrswortn. The manning would be the same in either case 
because our American-flag fleet generally is a fleet that we maintain 
and operate to serve in our coastwise trade. We do not maintain an 
American-flag fleet for foreign trade. 

The Cuarrman. Now, are we to understand—— 

Mr. Trerrswortu. We believe we would be at a serious competitive 
disadvantage if we endeavored to do that as a matter of practice. 

The Cuarman. Am I to understand that generally, as far as you 
know—of course, subject to your own board of directors’ policy—that 
heretofore and now the policy is that in every case when you build 
a new ship you will apply the transfer out of an overage ship. 

Mr. TrerrswortH. We have had no fixed policy on that matter at 
all. I would say the flag transfer right is an incentive for us to build 
new United States-flag vessels, and it is a valuable incentive. 

The Cyatrman. And you would say that is part of the considera- 
tion in making the application for transfer ? 

Mr. Terrsworrn. It is a consideration; yes. 

The CHatrman. It is the main consideration usually; is it not? 

Mr. Trrrswortn. It is an important consideration, certainly. 

The Cuatmrman. Now, I am going to ask for a little advice here, and 
I hope you give it to me. You don’t think this is a healthy condition, 
do you, for the American merchant marine? 

Mr. Terrsworrn. That is a pretty sweeping sort of a statement. 

The CuarrmMan. Well, if we are constantly losing ships, and the 
American flag—here we have a world condition where tanker tonnage 
is tight, you need more tankers, you are building more, you are ex- 
panding. Instead of expanding under the American flag you are 
standing still and going to Indian crews and Panamanian flags. 

Mr. Terrsworrnu. We are not standing still, entirely. Our Ameri- 
can-flag fleet expands in proportion to the growth and demand for 
transportation. 

The CHarmman. Well the tonnage is about equal and the employ- 
ment is about equal. 

Now, do you think that is a healthy condition that:American citi- 
zens, for some reason, economic or otherwise, don’t want to fly the 
American flag—American capital—American company ¢ 

Mr. Trrrswortnu. If you are going to engage in foreign trade, Sen- 
ator, I consider that is in the national interest for American nationals 
to engage in foreign trade. If you engaged in foreign trade, I think 
that you are going to have to meet competition as you find it in foreign 
trade. 

The CHatrman. Let’s assume that you have to do this to meet com- 
petition ? 

Mr. Trrrswortu. When you get to soft currencies it is even more 
than that. You run into currency difficulties. 

The Cuatrman. Do you think this is a healthy condition for our 
merchant marine? Let’s assume that you have to do this for the 
economic reasons involved. I am asking the question; a very simple 
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one. Wouldn’t it be better if there was a climate in which you could 
fly the American flag; an economic climate? Wouldn’t you rather 
fly the American flag; have American crews? 

Mr. Terrswortu. I am afraid that is a little bit theoretical, because 
wage rates in the United States are higher than they are anywhere 
else in the world, and what we try to do in American industry is to in- 
stall machinery and capital facilities so that we can afford to pay those 
wage rates and still compete. 

Now, you can’t do that kind of thing. 

The Cuarrman. I understand that. Let us assume that is true. 
But I am asking you whether you think this is a healthy condition for 
the American merchant marine. 

Mr. Trrrsworru. I think it is a healthy condition for the tanker 
industry to be able to obtain these new tankers by transfer out of these 
older ships, which can remain in use under this foreign flag, and they 
are available to the United States of America in the event of an emer- 
gency, in my judgment. 

The Cuarrman. I don’t think they are available. I think in World 
War II we found a different story about the availability of ships that 
had been transferred. We had to build our own to the tune of several 
billion dollars that you paid out of your pocket and I paid out of my 
pocket to build an American fleet. 

Mr. Trrrswortu. We had a tremendous upsurge in demand for 
transportation during World War II and we had a tremendous up- 
surge in demand for transportation here, with the interruption of the 
Suez Canal. Now, how much money private enterprise can afford in 
the way of standby facilities to meet that kind of political upheaval 
I think is a very questionable thing. 

The Cuarrman. I am not being facetious or anything, but I wish 
you people who are engaged in this business, which is of great concern 
to you, if you could give at least some kind of advice, or give us your 
thoughts on whether or not you think it is a healthy situation for the 
American merchant marine to have ships transferred to foreign flags 
that are flying American flags. It is as simple as that to me. Now, 
maybe the circumstances compel that. Let’s say that. But do you 
think that is a healthy condition for the American merchant marine ? 

Mr. Trerrsworrn. I think that this situation of new building and 
transfer out of these old ships, from the point of view of the national 
interest, is a healthy thing. 

The Cuarrman. Then, let’s go further. You might give me some 
comments on this, because you are in the business: If there was a piece 
of legislation that prohibited transfer, foreign, would you still build 
the new ships? 

Mr. Trrrsworru. You might ultimately have to build new ships, 
but the fleet of the United States flag that the United States would 
have in being under American flag would deteriorate in quality, in my 
judgment. 

The Crarrman. Because you wouldn’t have the incentive to build 
the modern ships? 

The Terrsworrn. That is right. 

The CHarrman. Socony Oil made last year—what did you say; 
$250 million ? 

Mr. Trerrswortu. Yes, sir. 
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The Cuarrman. That is profits. They are an American company, 
they pay American taxes, they are supported by the American peo- 
ple who need the American merchant marine in times of trouble—we 
had that experience in World War II. By this transfer out last year 
they made $8 million. That $8 million belongs to Socony Oil. They 
own all the stock. 

Mr. Terrswortu. That wasn’t made by the transfer. I think you 
have characterized that a little improperly. 

The Cuarrman. By a foreign-flag concern. 

Mr. Terrswortn. By foreign trade; and I might say that of the 
$250 million 

The Cuatrman. How much did you save by your transfer would 
you say? Supposing those ships were flying the American flag, how 
much more would it cost you over a year? Could you supply those 
figures? I think you can take them from your own statement. 

Mr. Terrswortn. I expect it could be developed. 

The Cuatrman. The number of your ships you have per annum. 
Let’s just see how much you saved by flying the Panamanian flag. 
It is about $400,000 per year on a ship, and how many ships do you 
have down there ? 

Mr. Terrswortu. Are you talking about the number of transfers? 

The Cuarrman. I am talking about the number of ships you op- 
erate under the Panamanian flag. 

Mr. TrerrswortH. What you are assuming is that we would attempt 
to conduct our business without a foreign shipping company ¢ 

The Cuarrman. Yes. How much do you save by having the for- 
eign shipping company ? 

Mr. Terrsworrn. I couldn’t answer that question offhand. 

The Cuatrman. You say if you flew the American flag it would cost 
you, as I understand it, approximately $400,000 a year per ship more 
for operating costs ¢ 

Mr. TrrrsworrH. Yes. 

The Cuatrman. That is $406,000, on a small tanker? 

Mr. Trerrsworrn. Yes. 

The CHarrman. How many tankers do you fly under the Pana- 
manian flag ? 

Mr. TerrswortH. Six. 

The Cuarmman. Including those chartered, it is 13. It amounts 
to $5 million a year, approximately. It is approximately that. It is 
$5,200,000. 

If you took all your ships that you have under the Panamanian 
flag—you are an American company and you own it—if you flew 
the American flag, put on American crews like you do with your ships 
flying the American flag, it would cost you, in round figures, $5 million 
more a year. You say you can’t do that. Why can’t you do that, if 
you paid the $5 million? I don’t say that is desirable economically, 
but why couldn’t you do it? 

Mr. Terrsworrn. I think that perhaps you are oversimplifying the 
differences here in these calculations between American and foreign 
operation. Whether your $5 million is $4 million or $6 million, or 
something else, I don’t think it is quite the complete story, even so. 

I quoted the earnings of this Panamanian company and you have 
a matter of 54 percent income tax to consider, here, when you are 
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trying to plow earnings back into new ships. So there is another 
handicap that should be added on to your $5 million, at least to some 


degree. 

The Cuarrman. Yes; but if you bring the earnings in from the 
Panamanian company you have to pay the tax. You can’t let them 
sit down there indefinitely. What is the difference? That is 
tweedledum and tweedledee. 

Mr. TrrrsworrH. It isn’t quite that easy for the reason that the 
need for ships in the world oil trade is going too rapidly, that there 
really is a problem of finacing. 

The Caarrman. Well, that goes up and down. I have seen tanker 
tonnage loose and seen it tight. You have gone through that yourself. 
It happens to be tight right now. 

Mr. TerrsworrH. Yes; it is tight now. 

The Cuarrman. But what I am saying is, from your own figures it 
would cost you about $400,000 more if you operated under the 
American flag. 

Mr. Trerrswortsh. Plus whatever taxes you pay on the earnings. 

The Cuarrman. You have to pay taxes eventually. 

Mr. Terrsworrn. On the other hand, you can finance ships with 
plowback of earnings in a Panamanian company, whereas here it is 
all subject to the full earnings. 

The Cuarrman. It Weald abet you $400,000 more per year, approxi- 
mately, to operate under the American flag ? 

Mr. Terrsworru. Yes. 

The Cuarman. And for your 13 ships that would be a little over 
or around $5 million for operation. 

Mr. Terrswortn. Those figures might be a fair representation, but 
I would want to examine it pretty carefully before I would be too 
categorical about that. 

The Carman. What I am trying to figure out is whether or not a 
big company like Socony couldn’t figure out, with $250 million earn- 
ings, a way to absorb the $5 million and have an American operation 
instead of a foreign operation. Now, maybe that is not economically 
desirable, I don’t know. 

Mr. Terrsworru. Part of the assumption there might be that maybe 
Socony should weigh whether it should be in foreign business or not. 

The CHarmrman. As a matter of dollars and cents you are saving 
money, of course ¢ 

Mr. Terrswortn. If you want to be in foreign business you must 
aim to be competitive and meet your competition on an equal footing 
because these margins in the sale of oil and oil products are pretty 
thin. 

The Cuatrman. Now, some of these tankers ply between foreign 
ports exclusively, do they not, and do not come to American ports? 

Mr. Terrswortn. That is right. 

The Cuarrman. When you speak of foreign business, I wanted the 
record clear that some of them do not come to American ports. 

Mr. Terrsworrn. That is right. 

The CHamrman. We know they don’t come to Panama, but some 
might go from the Middle East to European ports, and back and 
forth; is that correct ? 

Mr. Terrsworrn. Yes. 
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The Cuairman. Although the bulk of your business is attached 
some place to the United States mainland ? 

Mr. Terrswortn. The bulk of it. 

The CuarrMan. Yes. 

Mr. Terrswortn. The bulk of the capital invested by Socony Oil 
Co. is in the United States. 

The Cuarman. The products involved and everything. 

Mr. Terrsworrn. But in this foreign dollar trade, that is largely 
the Caribbean, West Africa, and that type of thing. Our business in 
Europe rather largely is conducted in soft currencies and not dollars. 

The Cuatrman. I have another question, and maybe you can be 
helpful, I don’t know. You will agree with me that it would be much 
more desirable and you would rather, if the circumstances were such, 
fly the American flag; would you not? There ought to be a little 
pride in it to begin with. 

Mr. Trerrsworru. Yes; we are American citizens and the corpora- 
tion is an American citizen. 

The Cuarrman. If the climate was right, the economic climate, you 
would rather fly the American flag, would you not, and even make a 
little sacrifice, if necessary / 

Mr. Terrswortu. If the sacrifice weren’t too great, we certainly 
would examine that very carefully. 

The Cuarmman. Our whole problem is how we can figure out some 
means whereby we can do that. The drastic means is to allow no 
transfers at all. 

Mr. Terrswortu. Yes. 

The Cuarrman. That is the extreme end. 

Mr. Terrsworrn. Yes. 

The CuHarrman. Then you would have to sharpen your pencil. Do 
you know of any other maritime country in the world that allows 
transfers ? 

Mr. Terrswortru. Yes. 

The CuHarrman. Which country? 

Mr. Terrswortu. The British. It has been the greatest maritime 
nation, 

The Cuarman. How many British ships are under the Pana- 
manian flag? 

Mr. Terrswortu. Let me go ahead here and finish this now, Senator. 
The British are allowing some of the British oil companies to form 
Bermuda companies and enjoy this tax privilege. 

The Cuatrrman. They will never let them get out of the British 
Empire, I will tell you that. 

Mr. TerrswortH. And, so far as other flag transfer is concerned, 
I think you will find the British are pretty reasonable about trans- 
ferring out. 

The Cuatrman. Toa Bermuda company or a Canadian company or 
an Australian company, but at any time you get out of the British 
Empire, I think you will find there is no transfer. Now there ma 
be. I would like to know and maybe we should put it in the yected! 
any British ships that have been allowed to transfer Panamanian, or 
Liberian, or Nicaraguan. I would like to know the name of it. I 
think they would recall the Prime Minister if it was allowed. 
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Mr. Trerrsworru. I think it would depend on the circumstances at 
the time. 

Mr. Brown. We will be glad to check into that matter for you. 

The Cuarrmay. I think you will find it is only the United States 
that allows this broad privilege of transferring to another flag. They 
would chop your head off in Japan if you tried to transfer a Japanese 
ship. They would take you out and cut your head off if you tried it. 

Mr. Terrswortn. One thing about this Panamanian shipping busi- 
ness is the tax aspect of the thing, and the fact is that a nation such 
as Britain that is dependent on its shipping is now permitting the 
operations of these shipping companies in Bahama, or Bermuda, 
where they are immune from the British income tax. And we have 
to meet that kind of competition, Senator, 

The Cuairmman. The fact is that most of these maritime countries 
subsidize their shipping much more than we do, taxwise, construction- 
wise—take Italy, for instance. Constructionwise, it subsidizes its 
shipping. Holland; Germany. And there is no Norwegian ship ply- 
ing the seas that doesn’t fly the Norwegian flag, I will guarantee you 
that. 

Mr. Trrrswortu. But the point is that we have to compete with 
these foreign oil companies and others who are operating under those 
circumstances and with those low costs. That is the point. 

The CHairman. That is our problem here. That is what we are 
trying to get at. 

Senator Buriter. What is that cost differential; a third to a half? 

The Cuamman. Per ship and per annum and per day, here it is 
right here in the prepared statement. 

Mr. Trerrsworru. | think that is fairly representative. 

The Cuarrman. Do you have some questions, Mr. Luckey ? 

Mr. Luckey. Yes, sir. 

The Cuatrman. I would say the witnesses here have been very frank 
about their problem, and that is what we are trying to get at, and see 
if wecandosomething. I don’t like to keep repeating this, but I think 
we would all like to have a situation where we could have American 
ships flying the American flag, with American crews. 

Mr. Terrswortu. We certainly all want a first-class American 
tanker fleet. That is a very important thing. 

The Cuarrman. And we need it for not only peace, but for war. 

Mr. Trerrswortu. For any emergency. 

The Cuatrrman. The Suez pinpointed this thing, how dependent 
we are upon our own American merchant marine. You knew this, and 
all of us in this room know it: In World War II we couldn’t depend 
upon anybody else for our maritime need. We not only had to furnish 
our complete maritime need, but we had to furnish the maritime need 
of other countries. 

Mr. Terrswortu. That was an abnormal situation. ° 

The Cuarrman. It could come again. 

Mr. Trerrswortu. The problem involved there, then, is to what ex- 
tent is private enterprise entitled to increase capital in lay-up and 
standby facilities to insure against political upheaval. That is a difli- 
cult thing for a private corporation. 

The Cuairman. But we would be much better off if we had our 
own American-flag fleet; you will agree with me on that? 
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Mr. Terrswortu. I agree the American-flag fleet should be as large 
as it is consistent with our national interests. 

The Cramman. And keep our own seamen employed, instead of 
Indians. 

Mr. Terrswortu. We haven’t laid off any seamen, here, and I hope 
I have made the record amply clear. 

The Cuarrman. But as you grow you are not employing any more 
American seamen but are picking up Indians. 

Mr. Terrswortu. As we grow in our United States operations we 
build pipelines and other things, but, at the same time, I think our 
record will show that we have kept a stable manning force on our 
ships. 

The Cuatrman. You haven’t decreased your American employment 
but you have been getting bigger all the time. 

Mr. Trrrsworrn. But we have been getting bigger much faster in 
our foreign operations than in our domestic operations. 

The CuHarrman. Let me ask this as a matter of information: Do 
you trade out before you get delivery of a new ship, or at the time you 
deliver ? 

Mr. Trerrswortn. I pointed out earlier that we do not propose to 
transfer out any ships until the new ships are in being and in operation. 

The CHarrMan. Sometimes they trade out, after the construction 
contract is signed. 

Mr. Terrsworru. We as a company do not have an ample surplus 
of shipping to be able to do such a thing as that. 

The Cuatrrman. At least I want to compliment you on that. You 
don’t trade out until you get the other one. 

Mr. Trerrsworts. Thank you. 

The Cuamman. Go ahead, Mr. Luckey. 

Mr. Luckey. Mr. Teitsworth, I would just like to develop a few 
things for the record to augment what the Senator has brought out. 
With regard to your statement and your listing of the vessels, in 1950 
you testified before a committee of Congress that Socony at that time 
had 32 vessels under the foreign flag, and today the figures indicate 
that you have 29; is that correct? 

Mr. Trirsworrn. I am not entirely familiar with the testimony to 
which you refer, but perhaps that related to our entire world fleet 
operation. 

Mr. Luckey. Yes, sir; it did. 

Mr. Trerrswortn. This testimony today, as I understood it, was 
limited to our dollar fleet operations. 

Mr. Luckey. That is right. 

Mr. Terrswortn. Now, T believe we have some figures on our world- 
wide operations here. Would you like some figures comparable to 
that? 

Mr. Luckey. What I was interested in mainly was the number of 
ships that you have under foreign operation today, and which Socony 
either owns or is a majority stockholder, or is a 50-percent stock- 
holder. 

The Cuarrman. I might say here, we will leave the record open so 
that you can change any figures. - 

Mr. Terrsworri. I have here the amual report. At the end of 
1956, our foreign deep-sea fleet comprised 16 owned tankers, 311,000 
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deadweight tons, and 53 long-term charter vessels totaling 1,062,000 
deadweight tons. Those figures do not include ships that might be 
calculated from our half interest in the Standard Vacuum Oil Co. 

Mr. Lucxry. Which are nine ships? 

Mr. Terrswortn. In Standard Vacuum ? 

Mr. Luckey. Yes. 

Mr. Terrswortn. Standard Vacuum at December 31 owned 24 ves- 
sels, of 342,000 deadweight tons, and 39 under period charter totaling 
656,000 deadweight tons. So Standard Vacuum as you can see has 
a sizable fleet of its own. 

Mr. Lucker. In that same period it was testified—June 1, 1949— 
that you owned 21 tankers under the American flag, of 342,493 dead- 
weight tons. Today, according to your statement, you own 15 tankers 
under the American flag and plan to trade out 5; is that correct ? 

Mr. Terrsworru. Yes. 

Mr. Luckey. In consideration of new construction ? 

Mr. Terrswortu. Yes. 

Mr. Luckey. And you are building three. 

Mr. Trrrsworru. Just how the tonnages compare, I think your 
statement does not bring that out, but this written statement will allow 
you to calculate the relative tonnages. 

I think, too, you will have to bring into consideration, in addition 
to the owned ships, those ships that were bareboat chartered and that 
may have varied one way or the other in this period. 

Mr. Luckry. I was going to get to that. In 1949 you had 21 
tankers, and after you trade out your 5 and get your 3 built here 
you will have an American-flag fleet of 13, which will be a decrease of 
7 ships. Now, does that include any ships under bareboat charter ? 

Mr. Terrsworru. I believe the tonnage may be greater and the speed 
greater, so the effective transportation is increasing although not at 
a rapid rate. 

Mr. Luckey. Now the three ships that you have bareboat chartered 
by Socony—Mill Spring, Mobil Gas, and Perryville—from whom 
are they chartered; American operators ? 

Mr. Terrswortu. Yes; it is an American firm. 

Mr. Luckey. You are a director and vice president of Socony and 
in charge of the marine transportation department. Now, are you a 
director or officer of Mobil Tankers, the Panamanian corporation? 

Mr. Terrswortu. No; I am not. 

Mr. Luckey. What relationship do you have, if any, with Mobile 
Tankers? 

Mr. Terrswortn. I shouldn’t say that I personally have any direct 
contact. Our marine transportation department has a general man- 
ager and an assistant general manager, Mr. Steyn, who is here with 
me today. It is their job to handle the administrative part of these 
operations. This marine transportation is just one part of my port- 
folio as a director in charge of supply and distribution for the Socony 
Mobil Oil Co. 

Mr. Luckey. ‘Mr. Steyn works for you, but what control or influence 
does he have over the Panama subsidiary of Mobil Tankers? 

Mr. Terrswortu. Would you like to ask the question of Mr. Steyn? 

Mr. Luckey. Yes, I will direct the question to Mr. Steyn. 

Mr. Steyn. I believe our effective control is through the 100 percent 
stock ownership. 








SHIP TRANSFERS TO FOREIGN FLAG 33 


Mr. Luckey. I refer to the basic business arrangements—the day- 

to-day operations that you have with Mobil Tankers. Is your only 
contact with Mobil Tankers once a year at the board of directors 
meeting ? 
Mr. No. In other words, they provide us with a certain 
amount of our transportation requirements. Our department is in 
daily contact with them on furnishing us with those requirements and 
wivking out schedules with them, the employment of the ships, and 
so forth, to fit in all together. 

Mr. Terrswortn. And that is done generally through this parent 
marine transportation company to see that the supplies get to the right 
place at the right time. 

Mr. Luckey. Your contact with them is one of hiring another com- 
pany to pick up and deliver your product ? 

r. TerrswortH. That is correct. 

Mr. Luckey. And you have no voice in the way that company, 
Mobil Tankers, is run ? 

Mr. Terrswortu. I think maybe I could answer that one better than 
Mr. Steyn by saying that Mr. Steyn and his department do not inter- 
fere with the day-to-day operation of the Mobil Tankers Co. They 
have their own administrative staff and conduct a day-to-day busi- 
ness. 

Mr. Steyn does, however, have personnel which transposes the com- 
pany’s need for oil in the various consuming areas into tanker quanti- 
ties and he refers that to Mobil Tankers or our other transportation 
companies. 

The Cuarrman. In your foreign operation, were you a part of the 
so-called agreement for the oil lift after the Suez closed? Were you 
one of the companies involved in that ? 

Mr. Terrsworru. Do you mean the MEEC? 

The Crarrman. Yes. 

Mr. Trrrswortn. Yes. 

The Cuarmrman. Were those tankers assigned to different places 
because of the Suez thing? ; 

Mr. Trrrsworrn. I never attended a meeting of the MEEC, but 
I do not believe that the MEEC in its operations did any directing of 
the disposition of anybody’s tankers. 4 

The Cuarrman. Did the State Department interfere in any way 
with the movements of those ships? : : 

Mr. Terrsworru. No, sir. 

The Cuarrman. As far as you know, they did not? 

Mr. Terrswortu. As far as I know, they did not. 

Mr. Luckey. To get back to the other question, Mr. Teitsworth, 
does anybody with Socony Mobil have any influence or direction in the 
day-to-day operation of Mobil Tankers! In other words, does any- 
one on Socony, other than by electing a board of directors, affect a 
policy for Mobil Tankers ? 

Mr. Terrsworrn. By policy, do you mean shipbuilding program, 
— commitments, and that kind of thing? i . 

Mr. Luckey. Anything for the company at all. 

The Cuatmman. Day-to-day operation, I think he refers to. 

Mr. Terrsworru. As far as day-to-day operations are concerned, 
Mobil Tankers is equipped to take care of its needs. So far as fitting 
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in the fleet of Mobil Tankers into our overall needs, that has to be 
pretty much correlated in the overall picture. 

The Cuamrman. And Mr. Payne in Panama, he doesn’t have any- 
thing to do with it, does he? 

Mr. Terrswortu. Administrative officers are not in Panama. 

The Cuarrman. How much do you pay Mr. Payne a year? 

Mr. Terrsworrn. I wouldn’t know, offhand. 

The Cuatrman. He is attached to the paper organization down 
there ¢ 

Mr. Trerrsworru. Yes, sir. 

Mr. Lucxry. A moment ago, in discussing it with Senator Magnu- 
son, you said the tax position of the parent company would have no 
effect upon when the dividends are declared by Mobil Tankers. 

Mr. Terrsworrn. My counsel tells me that Mr. Payne is not at- 
tached to any paper organization. He is the president of that com- 
pany. 

Mr. Brown. We would like for the record to stand corrected. 

The Crairman. There is nothing wrong with Mr. Payne. Who 
is criticizing him? But he has nothing to do with the day-to-day 
operations of your company, does he? 

Mr. Terrsworru. Well, he has something to do with it. 

The Cuarrman. You people have to correlate that or you wouldn’t 
have an efficient operation. 

Mr. Terrsworrn. It has to be correlated and coordinated. 

The Cramman. When you make a decision about some of the 
movements of these tankers under foreign flag, you don’t get hold of 
Mr. Payne in Panama and discuss it with him? 

Mr. Steyn. Why, certainly not. I don’t get hold of Mr. Nickerson 
in my own company, on this day-to-day operation. 

Mr. Luckey. A moment ago you stated that the tax position of the 
parent company would have no effect upon when dividends were 
declared by Mobil Tankers. 

Mr. Terrsworrn. I think I can say that as a representative condi- 
tion, yes. 

Mr. Luckey. Being a member of the board of directors, you would 
vote the stock, it would be with your vote that the stock of Mobil 
Tankers is voted, is that correct ? 

Mr. Terrswortu. Yes, I sign the proxy authorizing the meeting. 

Mr. Luckey. Who makes the decision as to when to declare divi- 
dends in Mobil Tankers and who makes the decision in Mobil Tankers 
as to when to inaugurate a shipbuilding program ? 

Mr. Trrrswortu. Your question now takes us right squarely into 
the same area we were in a moment ago and that is that that all has 
to be coordinated with our transportation needs. That certainly re- 
quires a certain amount of centralized planning and thinking and 
perhaps “a certain amount” is an understatement. 

Mr. Lucxry. Are you saying you get together with the board of 
directors of Mobil Tankers and discuss the overall needs of both 
Mobil Tankers and Socony, and then these fellows for Mobil Tankers 
go back and make an independent decision as to whether or not to 
declare a dividend or to build new ships, or do they go back with a 
pretty firm impression of what you would like to have done? 

Mr. TerrswortH. We prepare capital budgets and capital outlook 
when we know what our transportation needs are going to be. 
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The Cuarrman. For the whole operation ? 

Mr. Trerrswortu. For our whole operation. 

Our treasury people try to manage the cash so as to be able to 
finance those capital budgets. So it would be in our operating depart- 
ments and our engineering department here, working as consultants, 
let’s say for this Mobil Tankers group in the setting up of their budget 
and it would be with our treasurer’s people in Sisceading what the 
cash requirements of that building program would be and how we 
would propose to meet that thing. Whether made by domestic or 
foreign borrowings or whether it would be by cash generated from 
earnings or just how you would go at that thing. So there are many 
people who became involved in coordinating that and reaching that 
decision. 

The Cuarrman. I forgot to ask one question: Are the ships now 
under the American flag wholly owned by the company? Or are there 
mortgages ¢ 

Mr. 'Terrswortu. For Socony Mobil, we own those all outright. 

The Cuarrman. And those of the Panamanian flag you own out- 
right? 

Mr. Trerrsworru. They are listed as owned; yes. They are so 
listed. 

The Cuairman. Was there a mortgage on them originally ? 

Mr. Terrsworru. No. We ordinarily finance that kind of thing 
outright. If we want something equivalent to a mortgage, we bare- 
boat charter a ship. 

The Cuamman. How did you acquire them originally? Did you 
buy them under the Ship Sales Act? 

Mr. Steyn. Some are purchased and some are our own construction. 

The CuarrmMan. They were outright purchases in any case ¢ 

Mr. Trerrswortu. Yes. 

The Cuarrman. They were largely purchased since World War II 
under the Ship Sales Act? You didn’t build any of these yourselves, 
did you? 

Mr. Terrswortu. Yes; we built some. 

The Cuatrman. Since World War II? 

Mr. Trerrsworrn. Yes, sir. 

The CuHairman. But they are all owned by you people, outright, 
right now ? 

Mr. Terrsworrn. They are so listed here. 

Mr. Luckey. Is this a correct summation of your statement of a 
moment ago, sir, that in the day-to-day operation of Mobil Tankers 
and in the overall policy of Mobil Tankers, there is a coordinated and 
integrated effort of cooperation between Socony, and Mobil Tankers’ 
boards and officers. 

Mr. TerrswortH. And management. Yes; I think that is a fair 
statement. 

Mr. Luckey. Mobil Tankers has seven vessels bareboat chartered 
at the present time according to your statement ? 

Mr. Terrsworrn. Yes. 

Mr. Lucxry. From whom are they chartered ? 

Mr. Trerrsworrn. They were chartered originally from 

The Cuarrman. The Greeks have a word for that. 

Mr. TrerrswortH. Senator, here is a matter that goes to a remark 
that you made a while ago that I think you would like to know. Here 
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is a ship listed as the African Queen which is a Norwegian ship under 
Liberian flag. So the Norwegians don’t always operate in Norway. 

The Cuarrman. A Norwegian ship under a Liberian flag. 

Mr. Terrsworru. It is Norwegian owned. 

The Cuarrman. I think in the whole fleet there are actually three 
of them and they have shut down on it completely and that happened 
right after the war when there was a shift around and there were 
some dollars involved. They got a few bucks for it. 

Mr. Terrswortu. I think maybe I can give you the answer to that 
question without telling you the name of the company. The chap 
who was active in the original company, his name was Chamberlain, 
but we are informed that within the last 6 or 8 months, these ships 
have been purchased from the original firm by Niarchos. We can look 
up the original owner. 

Mr. Luckey. Could you supply for the record the names of the 
corporations who own the Panamanian ships, and if you know—I 
doubt if you would, but if you do know—whether or not those cor- 
porations are owned by American citizens. 

Mr. Terrswortn. Haven’t I answered that by telling you Niarchos 
now owns these seven Panamanian vessels ? 

Mr. Luckey. I don’t believe so, sir. I am not sure all of Mr, 
Niarchos’ corporations are owned by Americans. 

Mr. Terrswortu. I am assuming that it isn’t an American corpora- 
tion at all. I don’t know what it is. 

Senator Butter. You can show who originally chartered them and 
who they are owned by now? 

Mr. Terrswortu. That we can do. (See p. 39.) 

All seven of those bareboat charters were built in American ship- 
yards. 

Mr. Luckey. Is that the arrangement made with Charles Kurz Co. 
being built for bareboat charter ? 

Mr. Terrsworru. It is similar in a sense; yes. 

Mr. Luckey. In regard to that, do you sign a bareboat charter 
agreement with Kurz prior to the time he engages in the building 
contract ? 

Mr. Sreyn. I don’t think we literally sign it. The agreement is 
made. 

Mr. Luckey. Does any money pass under this agreement to charter ? 

Mr. Sreyn. No; not until delivery of the ship. 

The Cuarrman. There would probably be a letter of intent. 

Mr. Terrswortnu. That is the way it would be handled, I believe. 

Senator Burier. I hope your jumboizing of those two ships will 
be down in the Maryland yards. 

Mr. Luckey. You pointed out that one of the advantages of having 
a Panamanian subsidiary is that you build much more cheaply in 
foreign yards and you can utilize this saving of tax money to accom- 
plish your building. 

I notice that you are jumboizing two of these Mobil Tankers in 
United States yards. Can you tell us the reason for that, sir? 

M.r Terrswortu. Yes. Just to elaborate a little more, I just men- 
tioned a moment ago these seven bareboats were built for us in 
American yards, so I think there are other considerations in addition 
to cost, as to where you place new buildings, among them being the 
market, at the time, and delivery, date of completion of work, and 
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things of that kind. They are all factors. I think in our current 
situation vis-a-vis construction costs, domestic and foreign, that it is 
a little worse now, a little less advantageous to the American ship- 
builder now because his costs have run up and inflated faster than 
those of some of the foreign shipyards. 

The Cuarrman. There is another factor that many of the foreign 
yards are pretty full and ours are not. 

Mr. Trerrswortu. They are booked up to 1961 and ours are booked 
now up to 1960, I believe. 

The Cuamman. We have had a little daylight in the last year. 

You take some of the foreign yards, they are just chocked full. 

Mr. Terrswortu. They are indeed. The domestic yards are chocked 
full, too, Senator. 

The CHammMan. But it has only been in the last year. 

Mr. Terrswortn. They are committed for 2 or 3 years ahead. 

The CuarrmMan. We haven’t got but two keels on the west coast. 

Mr. Luckey. These seven charters built for your operation in 
American yards, do you know if any vessels were traded out on those? 
Was there any incentive to build them in American yards or did 
you just feel it was wise to build them in American yards? 

Mr. Srryn. There were no trade-outs. 

Mr. Luckey. It was just a decision to build in American yards. 

Mr. Steyn. Yes. 

Mr. Luckey. The same as the jumboizing of the two Panamanian 
vessels. There was no incentive to bring those into the United States 
for jumboizing ¢ 

Mr. Terrswortu. This jumboizing was a matter of getting the 
job done promptly more than anything else, and the contracts on those 
two were made sufficiently early in the game so we could get them 

handled promptly. 

Mr. Steyn. Those contracts were let about a year ago. 

Mr. TrrrswortH. Before the American yards got so completely 
booked up. 

Mr. Luckey. The space problem in foreign yards is driving con- 
struction to American yards even though there is no advantage in do- 
ing it, as far as trading out is concerned ? 

Mr. Trrtswortn. Yes. Some of these have large ships being built 
in American yards. They are not being built for our account, but 
we have all noticed it in the press. They are being built here because 


of delivery considerations. 


The CHarrman. Time element involved ? 

Mr. Trtrswortn. Yes. 

Mr. Luckey. Incidentally, when your American company builds 
in American yards, do you ever use construction subsidy or amorti- 


zation aids or any of the other aids available? 


Mr. TerrswortH. Not to my knowledge. 

Mr. Luckey. Does your company have a company program of ton- 
nage placement? That is, in view of your requirements, you sepa- 
rate your American-flag and foreign-flag tonnage? 

Mr. Terrswortu. Yes. We don’t have any fixed ideas about that. 
The thing that controls that type of thing is the rate of growth of our 
business in the various areas of the world in which we do business. 

Mr. Luckey. As a rule, where do your tankers of Panamanian reg- 
istration operate? 
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Mr. Terrswortn. The Panamanian registry vessels have been used 
in the Caribbean-West African trade, they have been and are being 
used between our refineries—for example a refinery such as Naples 
and West Africa, and in certain of the Mediterranean markets. 

We have used some of these larger ships of the Panamanian reg- 
istry in times past to bring crude oil from the Middle East into the 
eastern seaboard of the United States. We bring Colombian and 
Venezuelan crude into the United States, both east and west coasts, 
at times. 

The Cuarrman. It is pretty much out from the source of supply of 
oil to the different places ? 

Mr. Terrsworru. That is correct. Of oil or products. 

Mr. Leckey. Now what is the scope of operation of your American- 


meee! 
rITswortH. It depends upon coastwise transportation. 

Mr. Lucxry. Most of it is coastwise. Is any in foreign trade? 

Mr. Terrswortu. They haven’t always been so. At the end of the 
war when a large pool of tankers was available, here, and a lot of the 
foreign tanker fleet had been destroyed as a result of the w: ar, Ameri- 
can tankers were used in a widespread fashion and we, as a company, 
used American-flag vehicles, bareboat, time-chartered and all kinds of 
charters, the consideration being to be able to move the oil. That, of 
course, has been the case to a ‘considerable extent, here, during the 
Suez interruption. That is what has pulled these American-fi: ug ves- 
sels out of mothballs and put them back into operation. 

But the European market doesn’t have the dollars to pay for that 
kind of thing right along 

The CrHatrman. Mr. esky; I think we will have to suspend, here. 
It is 12: 15. 

If it is agreeable with everyone, we will recess until 2:15. 

Mr. TerrswortH. Would you like us back here ? 

The Cuatrman. Yes, I think we have just a few more questions. 

(Whereupon, at 12:15 p. m., the committee recessed to reconvene 
at 2:15 p. m., the same day.) 


AFTERNOON SESSION 


The Carman. The meeting will come to order. 

I think Mr. Luckey has a few more question he would like to ask. 

Mr. Trrrsworru. Senator, there were a couple of questions that 
were left open this morning. 

The Coarrman. Yes. 

Mr. Terrsworrn. Mr. Steyn has been in touch with our New York 
office and he is now prepared to answer a couple of matters. 

The CuarrMan. Fine. 

Mr. Terrswortu. That were left open. 

The CuarrMan. Fine. 

Mr. Trrrswortu. One of them has to do with the right of flag 
transfer of British vessels. Britain does permit flag transfer, and Mr. 
Steyn has a record of vessels where flag transfer has been permitted. 

he Cuarrman. All right, we will put those in the record. 

Mr. Terrswortn. During the past few months, and I thought 
those would be of interest to you 

The CuarrMan. Yes. 
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Mr. Steyn. Well, this is just a short representative list. The 
British flag Sterling Victory, built in 1941, transferred to Liberian 
flag. The British flag Walvis Bay, 1944, to Liberian. The Maple 
Bank, 1943, to Liberian. 7’he Montcalm, 1944, to Norway. 

As a matter of interest, the Norwegian £7 Carib, built in 1944, to 
Greek flag. 

Those are just a few representative samples of recent sales within 
the past 6 to 90 days, with flag transfers. 

The Cuarrman. Well, the reason for the one to the Greek flag was 
to get some dollars. They were paid in dollars. And the other one, 
the Norwegian, was a transfer of two ships. And the others were 
ships that would not be in-any way competitive whatsoever with the 
British merchant marine. 

Mr. Steyn. Well 

The Cratrman. Just like we transferred ships to the Philippines 
and to Korea and those places where they could be used. These are 
tramps, aren’t they ? They are not tankers ¢ 

Mr. Stern. That I don’t definitely know. 

The Cuatrman. They are dry-cargo tramps. 

Mr. Steyn. They may very well be dry tramps. 

The Carman, Yes. 

Mr. Srreyn. And tanker. But they are the same age as these V-2 
type. 

: he CratrmMan. There have been some, but in proportion to what 
we have been transferring it wouldn’t be 1 percent of the amount of 
ships we transferred, over the past 10 years. 

Mr. Trrrswortu. There is another matter here. The question was: 
asked as to the name of the corporation owner of those seven bare- 
boats. 

The Cuatrman. Mr. Luckey wishes to ask a question. 

Mr. Steyn. Well, the original owner was Tankers Co.,S. A. It was 
a Panamanian corporation, but to the best of our knowledge, United 
States owned. The shareholders, as we understand it, were four 
United States citizens. I have the names if you wish them. 

Mr. Luckey. Yes, if you would, please. 

Mr. Sreyn. Maurice Van Berg, Franklin Field, Roy Chamberlain, 
and Roy Anderson. 

Now, the new owners are Kempis, Inc., again a Panamanian cor- 
poration. The ownership we do not know, except this is Niarchos 
interests. 

Mr. Luckey. On those vessels, could you tell us whether they are 
time or voyage chartered ? 

Mr. Terrsworrn. Those are bareboat charters, 15-year bareboat 
charters. 

Mr. Luckey. Fifteen-year bareboat charters? 

Mr. Steyn. Yes. Of course, the sale from Tankers to Kempis does 
not affect our charter at all. That just goes on. 

Mr. Luckey. Yes, I understand. 

This morning you mentioned that you had a company tonnage 
placement program. In a recent Navy publication—for the benefit 
of the record it was the United States Naval Institute Proceedings, 
volume 83, No. 4, April 1957—stated that prior to 1989 the typical oil 
company owned 65 percent of the tonnage required to transport its 
own products, 25 percent was time chartered, and the remaining was 
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by voyage or spot charter. Today, however, it points out, the com- 
pany owns 55 percent and time charters 45 percent, and only spot 
charters se, area soma 5 percent. 

How do these figures stack up with the operation in your company, 
under your plan? 

Mr. wortH. The operation in our company worldwide? I be- 
lieve we own about 32 percent of the tankers which are operated for 
our account. 

We also operate bareboats. So between ownership and bareboat, we 
cover about—is it 60 percent ? 

Mr. Steyn. Approximately 60 percent. 

Mr. Terrsworrn. Approximately 60 percent of our requirements. 

Now, we also make time charters. Between those 3 categories, 
we try to cover, depending on market conditions as of the time, 85 
to 90 or 95 percent of our estimated requirements. We place a mini- 
mum of reliance on spot charters. 

Mr. Luckey. I see. 

Mr. Terrswortn. Or single voyage charters of any kind. 

Mr. Luckey. Now, on your American-flag fleet, for your American 
needs, for Socony needs, what is the percentage there, as to our owned 
or bareboat chartered vessels ? 

Mr. TerrswortH. The percentage of ownership in the United States 
flag is higher than in our worldwide situation. 

Mr. Luckey. Well, is it 100 percent? Do you have enough 

Mr. Terrswortu. No. Our statement here, I think, sets that forth. 
With the exception, it does not include the spot chartered. I think the 
answer to your question is in our statement—not fully, but stated. 

The CuarrmMan. Well, we will put it in the record. Never mind—— 

Mr. Srern. Just United States. 

Mr. Trrrswortu. United States ownership and bareboat. 

Mr. Luckey. Yes, sir. 

Mr. Terrswortu. It covers about 90 percent of our needs. 

Mr. Luckey. About 90 percent of your needs / 

Mr. Steyn. United States flags, is what you asked ? 

Mr. Lucxer. Yes. And you spot charter the rest # 

Mr. Trrrswortu. Spot or medium term—time charters, 

Mr. Stern. Yes. 

Mr. Lucxry. Now, you mentioned earlier this morning the area of 
quoreinne for Mobil tankers and for United States-flag vessels of 

ocony. Do they ever substitute for each other? 

Mr. Terrswortu. You mean our United States-flag vessels substi- 
tute voyages for our Panamanian company and vice versa? 

Mr. Luckey. Yes. 

Mr. Terrsworts. Within the limits that are permissible by law, I 
think that has occurred; yes. A vessel of Panamanian registry, of 
course, couldn’t be used in a United States coastwise voyage. 

Mr. Luckey. Yes. As to a foreign voyage, could one of your So- 
cony Vacuum foreign-flag tankers pick up a high revenue foreign 
voyage in place of an American-flag vessel that might have been 
scheduled to take over ? 

Mr. Terrswortu. Would you repeat that ? 

Mr. Luckey. In other words, may high-revenue trims or cargo be 
diverted from your American-flag to your foreign-flag vessels? Is 
that possible? 
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Mr. Terrsworru. It might be—— 

(Mr. Brown confers with Mr. Teitsworth. ) 

Mr. Trrrswortn. Yes, I stated this morning that our American- 
flag vessels are used primarily in our coastwise trade. 

Mr. Luckey. Yes, sir. 

Mr. Terrswortu. I wouldn’t say that it is impossible, but I would 
say it is highly improbable, that any earnings would be drained away 
from our domestic operations in that fashion. 

Mr. Luckey. To your knowledge, it hasn’t happened ? 

Mr. Trrrswortu. It does not. 

Mr. Lucxery. Now, the fluctuation of the tanker rate market should 
affect the retail price of the product it transports, do you agree with 
that? 

Mr. Terrsworrn. The spot market ¢ 

Mr. Luckey. Spot market or the charter market or any other 
market. 

Mr. Terrsworrn. Which market are you talking about? Are you 
talking about the United States domestic market ? 

Mr. Luckey. I am talking about both. 

Mr. Terrsworrn. The U nited States domestic market for oil prod- 
ucts in my view is determined—let me state it this way. The per- 
centage of controlled coverage of American oil companies is so high 
that apparently it is the practice, the competitive practice, to price 
products as laid down from United States Gulf in Boston, for example, 
on the basis of long-time rates which probably relate in some fashion 
more closely to costs than they do to any spot market condition. 

Senator Corron. What do you mean by “controlled coverage” ? 

Mr. Trerrsworru. I mean owned vessels and bareboat chartered ves- 
sels that are operated by these companies and long-term time charters, 
so that these companies—we just quoted our own company here as 
having about 90 percent of its estimated requirements available cur- 
rently on a long-term basis, so we are not relying on the spot market 
for any substantial part of our transportation. 

What I was saying was that in my view the major oil companies 
with whom we compete are pretty much in the same position. So 
that these spot rates do not affect consumer prices to any substantial 
degree. 

The Carman. May I ask 

Mr. Terrswortru. In the United States. 

The CHarman. Yes. Have you raised the rates in the past 6 
months? 

Mr. Trerrsworrn. We have, I believe, raised the rates very slightly. 
We have a company formula which has been pretty much a matter of 
record, that reflects fuel costs and things of that kind. 

The Cuarrman. Yes. What would the rate now be, say, as com- 
pared to 2 years ago? 

Mr. Trrrsworrn. Well, on the United States Maritime Commisison 
scale the old USMC scale that was used during the war, I would think 
that our company formula rate, which reflects what we consider as an 
appropriate price structure, in part it does—it is one element 

The CHatrmMan. Yes. 

Mr. Trerrswortn. Has increased from possibly USMC minus 10 to 
plus 15 or something like that. 

The Cuarrman. And how much is the foreign rate increased / 
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Mr, Terrswortru. Well, the spot domestic rate in that same time 
has probably gone from minus 40 to plus 200 and back down to plus 
25, something of that kind. It has varied all over the map. 

The Cuarrman. It is high now, though, isn’t it / 

Mr. Terrswortu. No, it has fallen off from the peak very precip- 
itously. 

The Cuatrman. Oh. 

Mr. Terrsworrn. The foreign tanker rates have fallen—— 

The Cuairman. You are talking about the price of the crude ou 
or the transportation ? 

Mr. Terrsworrn. I am talking about the quotations on spot char- 
ters for voyages. 

The Cuarrman. Oh. 

Mr. Terrswortn. And open market, single voyage transportation 
rates have gyrated over a very wide swing. Our company formula 
has very much less swing there and reflects very much less of a 
transportation cost swing to the customer, and I think that generally 
is true of the other companies. 

The Cuairman. I am talking about the transportation per barrel. 

Mr. Terrswortu. Yes. 

‘The Cuarrman. That is what you are speaking of ? 

Mr. Terrsworrn. This kind of thing percentagewise reflects the 
same kind of a movement. 

The Cuatrman. Now, for instance, I note from the Oil and Gas 
Journal of recent edition that crude oil from, say, the Netherlands, 
West Indies, to United States points north of Hatteras, August 20, 
1958, was—1956, was 48 cents a barrel, and it is now, on January 
21, 1957, $1.04 a barrel. It has doubled. 

Mr. Terrsworrn. Well, I think perhaps at the extremes these 
open-market rates, these spot rates have more than doubled. 

The Cuarrman. Yes. In some cases they have gone up consider- 
ably back and forth. 

Mr. Trrrsworrn. Since the interruption of the Suez Canal, I 
would think they had more than doubled. But they have fallen off 
very precipitously from the peak, particularly in foreign-flag opera- 
tions. 

The Cuarmman. And those rates are usually made on what you call 
spot rate contracts? 

Mr. Terrswortu. Those are spot rates. 

The Cuarrman. They go up and down quite a bit. 

Mr. Terrswortu. They 

The Cuatrman. It has some effect on the price of oil. 

Mr. Terrsworrn. It is a very hollow market because they are only 
a small percentage of the world’s transportation that is done on a 
spot basis. 

The Cuarrman. One dollar a barrel would have some effect on the 
consumer price, wouldn't it? 

Mr. Terrswortu. In the United States? 

The Cuaran. Yes. 

Mr. Terrswortu. I don’t know. 

The Cuamman. One dollar on crude oil. 

Mr. Terrswortu. I wouldn’t conclude that necessarily. 

The Cuarrman. Oh. 

Mr. Terrswortn. I think it might be totally ignored. 











SHIP TRANSFERS TO FOREIGN FLAG 43 


Mr. Lucxry. Then, in essence, transportation charges and the 
tanker rates are not reflected in the price charged to the consumer, but 
are averaged over a long period of time depending upon how long you 
had the ship or how long your charter is for. 

Mr. Trrrswortu. The spot market does not constitute a significant 
element in the price of petroleum products to the consumer. The 
long-term contract—the long-term coverage of the companies is a 
closer yardstick of the transportation that is reflected in the price 
charged to the consumer, for movement, let’s say, of oil products from 
the United States gulf into New England. ‘That is just purely as an 
example. 

The Cuarrman. I may be wrong, but it is my understanding that 
when the oil price was made here some months ago one of the reasons 
given for it was a rise in transportation costs of crude. 

Mr. Trrrswortu. Well, that would be pipelines primarily. That 
would be for moving crude oil, let’s say, from west Texas down to gulf 
coast points. 

The Cuarrman. But it is your considered opinion that it doesn’t 
affect the movement or the gyrations in this ship spot 4 

Mr. Brown. Actually, Senator, I believe the costs of finding and 
producing oil were the costs they were referring to. The increase in 
these costs was the reason for that crude price rise. 

The Cuatrman. I recall reading about the Suez thing and the trans- 
portation that they just tried to justify. 

Mr. Brown. No. 

Mr. Terrswortu. That, sir, was true in the movement of oil into 
the Middle East into middle Europe because they had to go around 
Africa and that more than doubled the mileage. 

The Cuamrman, Yes. 

Mr. Trerrsworrn. And that was reflected in the temporary sur- 
charges made to the European consumer. That is why I was very 
careful here to distinguish between the action in the American market 
and the foreign situation. 

Mr. Luckey. Now, Mobil Tankers Co., the Panamanian corpora- 
tion—is that a producing company ? 

Mr. Terrsworrn. It is purely a transportation 
tation company at the moment. 

Mr. Luckey. Do they haul oil for anyone other than Socony ? 

Mr. Terrswortu. They have in times past. 

Mr. Lucxry. Do they now ? 

Mr. TrrrswortH. What the momentary situation is—I would say 
probably not. 

Mr. Luckey. Are the 6 Mobil Tanker-owned vessels and the 7 bare- 
boat chartered vessels that they are operating under charter to 
Socony ? 

Mr. Terrswortu. They are not. 

Mr. Luckry. Do the rates charged by Mobil Tankers to Socony 
today reflect the high tanker market ? ‘ 

Mr. Terrswortu. Toa very minor degree. 

Mr. Luckey. In other words, is Mobil Tanker charging 

Mr. TerrswortH. When you say “Socony,” you mean the parent 
company operations in the United States ? 

Mr. Luckey. Yes, sir; I do. 

Mr. Terrswortu. My answer is correct, then. 





tanker transpor- 
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Mr. Luckey. There has been no increase in the Mobil Tanker rates 
to the parent. 

Mr. Terrsworrn. I wouldn’t say that. There has been a relative 
minor increase. None of these 200 percent or anything of that kind. 

Mr. Luckey. What would relatively minor be ? 

Mr. Terrswortu. Well—— 

The Cuarmman. 15 centsa barrel, or 10? 

Mr. Terrswortn. Yes, possibly, in that order. 

-Mr. Luckry. Does the Mobil Tankers pay competitive eharges for 
bunker fuel or are they given a special price by the parent oe. 

Mr. Terrswortn. No, they are given a special price. All of our 
billing transactions were within our company—we aim to make those 
at open market prices, or on the basis—very nearly open market prices. 
There might be some slight discounts in certain instances. 

Mr. Lucker. I would like to ask you a few questions about con- 
struction, if I may, on these other tankers, going away from operations 
for a minute. 

Your company is building in an American yard. Do they inquire 
whether or not the Maritime Administration or the Navy desire to 
install defense features on your unsubsidized building ? 

Mr. Terrswortu. So far as I know, the question of national defense 
features has not been raised with us. If it had been, I am quite sure 
I would have heard of it. 

The Cuatrman. And if they came to you and suggested some things, 
and they would pay for it, you would cooperate ? 

Mr. Trrrsworts. We definitely would cooperate, in the national 
interest ; yes. 

Mr. Luckey. Would the installation of such features upon any of 
your vessels prohibit their foreign transfer in the future? 

Mr. Terrsworrn. I don’t know just what kind of installations you 
have in mind. 

Mr. Luckey. For example, speed, increased speed. 

Mr. Trrrswortu. Well, increased speed. You wouldn’t think—I 
would think that a fast ship of that kind would be more in the national 
interest to keep under United States flag: So I don’t know that we 
would be very intelligent in asking for a flag transfer on a fast ship. 

Mr. Luckey. Well, at the time all of them are built they are fast 
ships and are kept under the United States flag. It is just later 

Mr. Trrrsworrn. Yes, but the tankers that we are building and 
having built for us here—they are listed in our written reply—are 
faster ships than the ships that they are replacing, at least 2 knots. 
But that doesn’t conform with any national defense dequirement of 
the Navy. 

Mr. Luckey. Yes, sir. 

Mr. Terrsworrn. As a matter of fact, I am not familiar with what 
those requirements are. 

Mr. Luckey. You mentioned earlier this morning that the money 
is brought into the United States from Mobil Tankers to build in the 
United States shipyards. Now Mobil Tankers or Socony do not have 
to pay any income tax on that money; is that correct? 
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Mr. Terrswortu. That is right, unless it has been declared out from 
Mobil Tankers to Socony as dividends. 

Mr. Luckey. You also mentioned this morning that you are bor- 
rowing money to continue your construction program. 

Mr. Terrswortu. That is right. 

Mr. Lucxry. Were you referring to Mobil Tankers or to Socony? 

Mr. Tetrswortu. I am referring to the overall tanker construction 
orogram of the company, worldwide program. This discussion we 
hav had here today of our dollar fleet is only one part of that thing. 

Mr. Luckey. Well, are you saying, then, that Mobil Tankers is 
also borrowing money ¢ 

Mr. Terrswortn. Mobil Tankers will need money to help finance 
some of that other building; yes. 

Mr. Luckry. Now, with regard to building in United States ship- 
yards, have you had any trouble in regard to space, your space res- 
ervation, to build ? 

Mr. Trerrswortu. As to deliveries? 

Mr. Luckey. No, sir; as to build—to get space in the shipyard. 

Mr. Trrrswortu. I assume what you refer to is delivery date. 

Mr. Luckey. Well 

Mr. Terrswortu. Because if you wait long enough you can always 
get space. We find these latest ships that we have ordered, within 
the last couple of months 

Mr. Luckry. Well 

Mr. TrerrswortH. Delivery is late in 

Mr. Steyn. 1959. 

Mr. Terrsworrn. Is in 1959. I think one of them later in 1959, 
isn’t it? 

Mr. Steyn. Yes. Actually, that was in keeping with our program. 

Mr. Trerrswortu. Well, it was in line with our program. But had 
we wanted an earlier delivery, I don’t think—it wasn’t available to 
us at the time. 

Mr. Luckey. For example, here is what I am getting at. If you 
go to a shipyard to effect a construction contract and find they do not 
have any space available, that the space starting in December through 
next February is allocated to company X. 

Mr. Terrsworrn. Yes. 

Mr. Luckry. Have you come across any instances where company 
X might make that space available to you for a fee, in other words, 
sell you that space now ? 

Mr. Trerrswortu. Yes, we have had that kind of offer. We have 
not accepted any. We have had one or two such offers to my knowl- 
edge, but we have not accepted them. 

Mr. Luckey. Would you mind telling who you received those of- 
fers from ? 

Mr. Trrrsworrn. It was a foreign interest, taking a position in a 
United States yard. 

Mr. Luckey. A foreign interest? 

Mr. Terrswortu. Yes. 

Mr. Luckey. Could you supply that name for the record later on? 

(Mr. Teitsworth confers with Mr. Brown.) 

Mr. Steyn. I don’t have it. 

Mr. TerrswortH. Yes, I believe we could advise you on that. 

97220—57——-4 
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The Cuarrman. Well, if you don’t—— 

Mr. Terrswortn. I don’t know that we have any written documen- 
tation on it, though. 

Mr. Luckey. es, I understand, 

The Cuarrman. If you don’t want to, why it is all right. 

Mr. Trerrsworru. I would prefer not to. 

The Cuamman. But there has been a practice of offering space, 
available ways in yards, that somebody else has tied up. 

Mr. Terrsworrnu. I know of one instance. 

Mr. Luckey. You haven’t offered to sell any that you had, have 
you? 

Mr. Trrrswortu. No. [Laughter.] 

The Cuarmman. They are looking. 

Mr. Terrsworrn. We are still struggling with early delivery prob- 
lems on ships. 

The Cratrman. They are the buyers. 

Mr. Luckey. Mr. Teitsworth, you mentioned that you self-insured. 

Mr. Terrswortrn. Yes. 

Mr, Luckey. As is Socony Mobil. 

Mr. Terrswortu. Yes. 

Mr. Luckey. In the event that one of your Panamanian-flag tank- 
ers came into this country and into one of our harbors and exploded, 
some type of catastrophe—— 

Mr. Terrsworrn. Yes. 

Mr. Luckey. Whereby American seamen and American citizens 
were injured and American property destroyed 

Mr. Terrswortru. Yes. 

Mr. Luckey. How would the Americans go about getting damages 
or getting control of you people for damages, to sue for damages / 
What protection would they have? 

Mr. Brown. I think that is more or less a matter of law with 
which Mr. Teitsworth isn’t generally familiar. That involves a ques- 
tion, as you know, of liability and so forth. 

Mr. Lucky. Yes. 

Mr. Terrswortu. That is a legal question. 

Mr. Brown. And would involve such questions as the possible 
marshaling of your assets, limitation of liability, and that sort of 
thing. I think that probably the law would speak for itself on that 
point. He is not an expert on the law here. 

The Cuatrman. Well, I would sue the Socony Vacuum on the 
ground they owned the Panamanian company. 

Mr. Terrswortu. You would probably find we are responsible. 

The Cuarrman. And your lawyers would move to strike the com- 
plaint because you are a foreign country and we would have an 
argument about it. 

Mr. Brown. W ell, Senator, we are very cognizant of public rela- 
tions. 

The Cuarrman. They would keep it in courts for years. 

Mr. Terrswortu. I think you would find that we are cognizant of 
public relations and where we feel like we should be responsible for 
our just debts we would be. 

Mr. Luckey. Well, would Socony feel that Mobil Tankers’ dis- 
aster is a just debt of Socony ? 
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Mr. Terrsworrn. Of course, that—I assume so many different 
aspects. You can’t assume any one given set of circumstances. 

The CuarrmMan. You would go to their lawyers and get their ad- 
vice and they would tell you. 

Mr. Terrsworrn. Whether or not we were liable or not, morally 
or legally liable for it. 

The CuarrMan. Yes. 

Mr. Luckey. Morally but not legally, is that what you said ? 

Mr. Terrswortu. Morally or legally. 

Mr. Luckey. How are you legally liable? 

Mr. TerrsworrH. That would be determined on the facts and cir- 
cumstances of the individual case. 

Mr. Luckey. Well, if the facts were that a Panamanian ship came 
into an American harbor and blew up right next to the dock and killed 
all the people on the dock and sailors working on the ship. 

Mr. Trerrswortu. I don’t know that necessarily we can certainly 
submit some sort of assumptions on different fact situations. You 
have all sorts of maritime disasters which involve different types 
and different kinds of liability. You had one kind of liability in 
the Texas City disaster when the ship blew up there. You had other 
liabilities over in the harbor of France. You still have others in other 
maritime disasters. I don’t think that we could assume unless we 
had a complete set of facts and circumstances any answer, any definite 
answer to what you are asking at this time. But if the committee 
is interested in that sort of thing, why if we could have a definite fact 
situation submitted to us, we would be glad to advise you on it. 

Mr. Luckey. Let me ask you a theoretical question, Mr. Brown, 
and [ am not referring to your company whatsoever. Would it not 
be possible in the case ‘of Panamanian cor poration when this disaster 
occurred, to have the Panamanian corporation declare whatever divi- 
dends they are holding or whatever surplus they are holding into divi- 
dend with the parent company and then form a new Panamanian 
corporation and have the parent company purchase the stock of the 
new Panamanian corporation ? 

Mr. Brown. You mean to evade any liability there ? 

Mr. Luckey. Yes. 

Mr. Brown. By subterfuge ? 

Mr. Luckey. Yes. 

Mr. Brown. I rather feel that the law—under the principles of law 
as I understand them, with those facts and circumstances given, I 
think you could probably follow the assets. 

Mr. Terrsworru. And I should like to add unconditionally- that 
we don’t conduct our business in that fashion. 

Mr. Luckey. No. I said I wasn’t referring to your corporation 
whatsoever, sir. 

The Caiman. W ell, there have been some people that have. We 
have had some trouble along that line. 

Senator Pastore. That isn’t essentially why you have a subsidiary, 
to avoid tort liability. Why do you really have a subsidiary? Is it 
because you are under a foreign flag? “Must you have a foreign 
cor poration : 
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Mr. Terrsworrn. Yes, that is what we feel. I have a little summa- 
tion of that thing here that I would like to read, as to what I have 
been trying to say this morning. 

The Cuamman. Why don’t you answer the Senator from Rhode 
Island by reading it ? 

Mr. TerrswortH. I should like to very much, Senator. 

Senator Pasrore. Have you read it before ¢ 

Mr. Terrswortn. I have not. 

The Cuarman. All right. 

Mr. TerrswortH. I would like to say that Socony Mobil, and I have 
tried to say this morning that Socony Mobil is an American company 
doing business on a worldwide basis. In order to do so, we must 
meet competition as we find it. 

The policy of the United States Government as we have understood 
it for many years has been to encourage and promote foreign trade by 
American business enterprise. 

Our foreign operations are consistent with these objectives and we 
feel they are definitely in the national interest. That really essentially 
is what I have been trying to say. 

Senator Pastore. That is the question I was going to ask you, sir, 
looking at your own paper here on page 4. You said, “To be competi- 
tive we must have low cost transportation.” That is understandable. 
“Accordingly it is necessary for us to construct and operate tankers 
under the foreign flag where foreign trade is involved.” 

Mr. Trerrsworrn. Yes, sir. 

Senator Pastore. Now, for the purposes of the record and for my 
own personal illumination and edification, what kind of competition 
are we talking about? Competition against whom and with whom ? 

Mr. Terrswortn. We are talking about oil company competition. 

Senator Pastore. What oil companies / 

Mr. Terrsworrs. Primarily 

Senator Pastore. You mean American oil companies or foreign / 

Mr. Terrsworrh. American, British, Belgium, French. 

Senator Pastore. Selling their oil to whom? To America? 

Mr. Terrsworrn. Selling their oil in the markets in which we 
operate. 

Senator Pastore. And what are those markets ? 

Mr. Terrsworru. Worldwide markets. 

Senator Pasrorr, Including America ? 

Mr. Terrswortu. Including the United States; yes. 

Senator Pastore. Now, why do you have to have a foreign ship 
under a foreign flag to be competitive in the United States? You 
mean against the foreign company selling oil to Americans? 

Mr. ‘Terrswortu. That is right. There is quite a bit of that going 
on. 

Senator Pastore. Is it quite sizable, that volume of business? 

Mr. Terrswortu. It isn’t really substantial, no, in the sum total of 
the American oil business. It is asmall element. But primarily what 
we are talking about. here is not our domestic business, Senator-—— 

Senator Pastore. Will you say that again, please / 

Mr. Terrsworrn. Primarily what we are talking about here are 
ships to serve our foreign business, not our domestic business. 

enator Pasrore. Well, that is what I was getting at. I mean I 
hope that this isn’t competition among American companies to do 
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business with Americans, that forces them to use foreign transporta- 
tion. Is it that? 

Mr. Terrsworru. It is partially that, but it is American companies 
in competition with British companies, with Belgian companies, with 
French companies. 

Senator Pastore. Well, let me ask you this question, then: Is it 
mepeay for an American company such as Socony Mobil Oil Co., 

ne. 

The Cuamman. Socony. Go ahead. 

Senator Pasrore. Either would be right. 

The CuHatrmMan. That isa good term. [ Laughter. | 

Senator Pastore. To form a foreign company such as Mobil Tank- 





ers Co., S. A., in order to compete with a British company doing 


business under a British flag—is it necessary for an American com- 
pany to get under a foreign flag in order to meet that competition ? 

Mr. Terrsworru. Senator 

Senator Pasrore. Is that what we are being told ? 

Mr. TerrswortH. What we attempted to explain this morning was 
that this Panamanian company is a SANE that is carrying on our 
foreign dollar business—West African trade and so on, where the 
sales are in dollars. In addition to this Panamanian company, we 
have a British affiliate or subsidiary, with a fleet, sailing under the 
British flag, which serves our British markets, and some of our Conti- 
nental markets and soft currency markets. Generally 

Senator Pasrore. Is there a British requirement that before you 








‘can sell in their market you must be under a British flag? 


Mr. Terrsworrn. Yes, sir; not only as to—— 

Senator Pastore. But there is no American requirement—— 

Mr. Terrsworru. Not only as to transportation, but as to minimiz- 
ing the dollar element in the cost of the oil that is sold in the British 
market as well. 

Senator Pastore. This picture is getting confused and I want to 
straighten it out. Before you can do business with a British market 
you have to be under a British flag? 

Mr. Terrsworru. I don’t think—I didn’t mean to imply that en- 
tirely. 

eaadre Pastore. Well, is that a fact? I mean the other gentleman 
seems to be—— 

Mr. TerrsworrH. I think in order to live over a long term we have 
found it necessary to have British-flag transportation to serve British 
markets ; yes. 

Senator Pastore. But, that isn’t quite true about American trade. 
You can come in under a foreign flag ? 

Mr. Trerrswortu. Well, this is a question of currency exchange we 
are getting into now, in addition to transportation. Our worldwide 
currency position and foreign exchange position is in a much stronger 
position than the British. The British feel it is necessary to regulate 
that thing in order to protect their dollar position. They are in quite 
a serious position here now just as a result of the interrupting of the 
Suez Canal and lack of availability of sterling oil to them. 

Senator Pasrore. Now, bunker C that comes into New England 
comes out of Venezuela ; are you familiar with that ? 

Mr. Terrsworru, Yes. 
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Senator Pasrore. And is that Venezuelan oil that comes to New 
England cheaper than the bunker C that comes out of—let’s say 
Texas ¢ 

Mr. Terrswortu. We are not engaged in that trade. I think maybe 
it would be better to ask someone who is. Because we do not bring 
bunker C from the Caribbean area into the eastern United States 
markets for sale in domestic consumption. We bring bunker fuel 
in in bond for the fueling of ships that are engaged in foreign trade 
only. Other companies are engaged in that thing to a greater extent 
than we are. 

Senator Pastore. That isall Thave. Thank you. 

Mr. Luckey. I have a question here on taxes. Perhaps Mr. Brown 
is the one to direct it to. Most countries in their tax statutes have a 
different application for money earned within the country and money 
earned outside of the country. In the case of your Panamanian cor- 

oration engaged in the shipping business, Panama usually does not 
impose a taX upon money earned outside of Panama. 

Mr. Brown. That is correct. 

Mr. Lucxry. Now, the question comes to my mind: How do you 
determine where money is earned in your business? Is it where the 
contract is signed or just what is the jurisdictional element that 
determines where taxes fave to be paid ? 

Mr. Brown. I am not familiar with that aspect of it. But the 
Panamanian law does tax income earned inside the country. 

Mr. Luckey. Yes, I understand that; the same as the United States 
law does. 

Mr. Brown. Yes. 

Mr. Lucxry. It seems to me that this income must be earned some- 
where and if it is earned somewhere, then that country, wherever it 
may be, must also inflict the same kind of tax upon money earned 
within that country, and I was just trying to get it straight in my 
mind where the majority of this money is made. 

Mr. Brown. Iam not certain about that. I can find out about it. 

Mr. Luckey. Could you get that and give it to us for the record ? 

Mr. Brown. Surely I can, about how they treat that aspect of it. 
(See p. 58.) 

Mr. Lucxry. Now, just a couple of more questions. Does your 
Panamanian subsidiary, or rather Mobil Tankers, accept payment for 
transport in currency other than dollars, or just dollars? 

Mr. Trerrswortn. I think that is limited to strictly the dollars. 

Mr. Luckey. Strictly to dollars. And then all dividends that are 
declared by Mobil Tankers to Socony are also paid in dollars? 

Mr. Terrsworrn. Yes. 

Mr. Lucxry. Now, with regard to the establishment of the corpo- 
ration in Panama, under Panamanian law, are minimum manning 
scales required ? 

Mr. Terrswortu. (Confers with Brown. ) 

Mr. Luckey. For the crew. 

Mr. Brown. We can also furnish you information on that. (See 
p. 58.) 

Mr Luckey. Would you? And I have a couple of other questions 
which you might take down at the same time: Whether or not 
Panamanian law requires certain standards as to the condition of the 
engagement and discharge of the crew members. Whether or not the 
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Panamanian law has any legislation concerning the seaworthiness of 
the vessel. 

Mr. Terrswortu. Now, I think we can answer that one, sir. 

Mr. Luckey. Allright, sir. 

Mr. Sreyn. Yes. I can state on our Panamanian-flag ships, on 
Mobil Tankers, safety standards are maintained as if they were flying 
the United States flag. 

Mr. Luc a Are you required to do that by Panamanian law? 

Mr. Stern. No, sir. 

Mr. Luckey. Who enforces the safety standards of Panama? 

Mr. Sreyn. The Government of Panama. I mean, as to the par- 
ticular body, I don’t know. 

Mr. Luckey. Well, then, how do they enforce it ? 

Mr. Steyn. Presumably ‘through their consuls. 

Mr. Luckey. Pardon me? 

Mr. Sreyn. Presumably through their consuls. Frankly, I don’t 
know. 

Mr. Luckey. I was curious about how it was done. 

Senator Pastore. What kind of crew do you have? 

Mr. Sreyn. European officers and Indian and west African crew. 

Senator Pastore. Is that essentially the reason for going under a 
foreign flag, to geta foreigncrew? Yesorno? 

Mr. Stern. € heaper manning costs; yes. 

Senator Pasrore. It is yes—the answer is “Yes.” 

Mr. Trerrswortu. Senator, I went into that this morning and broke 
out the elements of cost that are summarized 

The Cuarrman. They are on page 4 of the statement. 

Mr. TrrrswortH. On page—the last page. 

The Cuarrman. The last page. 

Mr. Terrswortn. Of my submitted statement here. 

Senator Pasrore. No; I mean for my own—— 

Mr. Terrsworrn. It is all set forth there, I think. And labor is the 
principal element in the differential cost. That was brought out in 
this morning’s testimony. 

Senator Pastore. In any event, the answer to my question is “Yes.” 

The CrarrmMan. That is right. 

Mr. Trerrsworrn. Yes. 

Mr. Luckxry. Now, with regard to your Panamanian crews—and I 
am speaking particularly now of the masters and the officers—they 
have to have license papers to run your ship, do they not, the foreign- 
flag ship ? 

Mr. Steyn. Yes. 

Mr. Luckey. Do they have to have Panamanian papers or do they 
just have to have papers, or do you know ? 

Mr. Sreyn. I think the papers of the countries from which our 
officers come; namely, England and France 

Mr. Trerrswortn. Germany. 

Mr. Steyn. Germany, I should say, pardon me, are acceptable to 
Panama. 

The CuarrMan. They take them usually to a Panamanian consul, 
and if they have the German masters license they say that is O. K. 
That is what happens. 

Mr. Steyn. Yes. 
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The Cuarrman. You used to pay them a $1 fee. I don’t know where 
that probably exists. 

Mr. Sreyn. They probably just put a stamp on them. Again, with 
the officer personnel, we meet the highest requirements of their nation- 
ality 5 namely, England and Germany. 

e CuarrMan. But you actually have no inspection of the crew and 
ship safety and crew safety and crew conditions. If they are good 
aboard your tankers, they are done by you voluntarily. There is no 
inspection or no compulsion by Panama to do that? 

Mr. Terrsworrn. It is not a very stringent regulation. 

The Cuarrman. No. 

Mr. Terrsworru. [f it exists. 

The CuHarman. They have no—— 

Mr. Terrswortn. We can look that up. 

The Cuarrman. They have no means to look at their Panamanian 
merchant marine. They don’t even know where most of it is. 

Mr. Luckey. Does Mobil Tankers conduct any kind of security 
check upon their officers or crew members prior to the time they are 
saree in India, Germany, England, or France, or wherever they are 

red ¢ 

Mr. Srern. I could not answer that. 

Mr. Lucxry. Would you get that for the record also? 

Mr. Sreyn. Yes. (See p. 58). 

Mr. Luckey. Would you also get for the record whether or not a 
check is made on their citizenship ? 

(Mr. Steyn nods.) 

Mr. Lucxry. Whether or not they are truly citizens of India, hired 
in India, and so on? 

Mr. Sreyn. Yes. (See p. 58). 

The Carman. I think it would be a little difficult getting that, 
through a Bombay hiring hall. 

Mr. Terrswortu. We will see what we can do. 

Mr. Luckey. Mr. Teitsworth, do you feel that you or Socony or 
the United States truly have effective control over your foreign-flag 
vessels ? 

Mr. Terrswortu. I do, yes. 

Mr. Luckey. In what way? Through the crew members orthrough 
your stock ownership ¢ 

Mr. Terrsworru. Through our stock ownership and the fact that 
this company we are talking about here, this Panamanian company, 
is under a friendly foreign power. 

Our association in the Panama Canal, among other things, seems 
to me is an additional assurance, 

The Cuairman. Oh, there is no question that Panama would agree 
with you and cooperate. But supposing something happened right 
today. Say you have a ship over in the Persian Gulf, with an Indian 
crew and German officers. The only control you have is if you say: 
“Come on home.” If they don’t want to, why there would be nothing 
you could do, would there? 

Mr. Terrswortu. Well, I suppose in a sense that could happen in 
any instance. 

The CuarrMAn. Oh, sure, and that is what did happen in World 
War II with a lot of ships that we thought were under what we 
thought then was effective control. But Panama would probably . 
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say “we order you back to American waters.” That wouldn’t mean 
anything to them. You would have control as the owner of the ship 
if they wanted to come. 

Mr. Trerrswortn. Yes, sir. 

The Cuatrman. But in World War IT, when it broke out, why a lot 
of those ships didn’t come. Some couldn’t come, and a lot of them 
didn’t want to come. 

Mr. Terrsworrn. I know that did occur. 

The CuarrMan. Yes. 

Mr. Terrswortn. Yes. How substantial it was I am not familiar 
with that to remember. 

The Cuarrman. And you might have a situation where nobody has 
declared a war against Panama. They might be declared neutral. 

Mr. Luckey. That was my next question. 

The CHatrmMan. Yes. 

Mr. Luckey. And that was, do you feel if one of your Panamanian 
ships got into trouble in an area beyond the jurisdiction of the United 
States that either the United States Government or the United States 
Navy could or should take any positive steps to help her. 

Mr. Trerrswortu. I think Mr. Brown might answer that. 

Mr. Brown. I think that would depend largely on a matter of in- 
ternational law and could well be—— 

Mr. Luckey. Do you know what the international law is with re- 
gard to that, Mr. Brown ? 

Mr. Brown. I am not briefed fully on international law at all. 

The Cuarrman. If you want to grope with international law, you 
would have to call upon the Panamanian Navy to help you out. 

Mr. Brown. Well, that is possible, or of course you do have rights. 

The Cuarrman. Yes. 

Mr. Brown. Whether through international arbitration, interna- 
tional court, the United Nations, or some of our other international 
agencies. 

Mr. Terrswortnu. I should think, too, that it should be kept in mind 
that these ships in a Panamanian company do not represent a con- 
centrated risk. If hostilities broke out in some part of the world, 
these ships might be in 10 or 15 different areas of the world. 

Mr. Luckey. Yes, sir. 

Mr. TrerrswortH. And the effect on the fleet as a whole by the out- 
break of that hostile action might be nil or it might be 10 percent or it 
might be some cther figure. 

Mr. Brown. I might point out 

Mr. Luckey. Of course, a fleet that was in a hostile portion of the 
world would certainly not be under effective control, would it? 

Mr. Brown. But that could happen where it was under American 
flag or foreign flag. It wouldn’t have any real bearing on that. 

The Cuatrman. No. I think what Mr. Luckey is bringing out: 
The difference would be actually that if a Panamanian ship was in 
the hostile part of the world you couldn’t depend on anybody to pro- 
tect that ship but Panama, which is no protection at all. If it was an 
American chip, you could call and you would have the right and 
probably the American Armed Forces would give you protection if 
you were flying the American flag. If you are flying the Panamanian 
flag, technically you have no one to call upon for any kind of protec- 
tion but Panama, which is none at all. 
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Mr. Brown. Then you might be called on to consider whether you 
should transfer your flag heal 

The Cuarmman. Yes. 

Mr. Brown. And you could do that with your effective control 
over the ownership of it. 

The Cuarrman. You could have a friendly crew that might come 
home or go to a point you order them to. But you would have no 
right to call upon the American Armed Forces for any protection 
when you are flying the Panamanian flag. 

Mr. Luckey. Excuse me, Mr. Brown. Did you say after a ship was 
seized, for example, that you could then transfer the flag back to an 
American ¢ 

Mr. Brown. I said we would attempt to do that if it became neces- 
sary, if no other policy considerations were involved, and if we 
thought it was in the best interests of the country and could be 
accomplished. Why that would certainly be considered at that time. 

Mr. Luckey. Do you think it could be accomplished ? 

The Cuarrman. We haven't tried the reverse yet, to trade them back 
in. Let’s not get into that. 

Mr. Brown. No. I am not saying that it necessarily could be ac- 
complished at that time. I would say that would be one consideration 
be would certainly be in our mind as soon as it could be accom- 

ished. 

. The Cuamman. Well, you would try and get them back home if you 
could ? 

Mr. Brown. That is right, that is correct. 

Mr. TertswortH. We would try to get them into areas of safety. 

The Cuarrman. Or wherever you could get them. 

Mr. Terrswortn. That is right. 

The Cuatrrman. That may not necessarily happen and there is no 
assurance it would. And in World War II in many cases it didn’t. 
That is the answer to it. 

Mr. Terrswortn. I think, however, Senator, that following that up, 
the as these ships trade around the world, it does not represent the 
problem. 

The problem you pose there does not represent too seriously a con- 
centrated risk. 

The CuarrmMan. Yours are scattered. 

Mr. Terrswortn. They are scattered. 

The Cuarrman. And the others are scattered. But you might find 
a concentration of all company ships flying under the flag. 

Mr. Terrswortn. I suppose so. 

The Cuatrman. And you would lose control of substantial tonnage 
that would be very vitally important. 

Mr. Terrsworrn. A person goes in an area where there is always a 
concentration of tankers of many flags. 

The Cuarrman. Of all kinds of flags and all countries. 

Mr. Terrsworrn. If hostilities broke out there, those tankers might 
be lost, I don’t know. 

Mr. Brown. And we could lose American-flag tankers as well as 
foreign-flag tankers. 

Mr. Terrswortu. That is correct. 

The Cuarrman. Youstill have to call on Panama for help. 
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Mr. Terrswortu. Tankers could be lost, couldn’t they, Senator, be- 
fore the American Navy could get there, too ? 

The Cuarrman,. Yes. 

Mr. Trerrswortu. We have to consider that, along with the other 
aspects. 

he Cuarrman. The Senator from Rhode Island just came from 
hearings this morning from the Atomic Energy Commission. He 
could probably tell you that there could be a lot of them lost very 
quickly before we can even signal them, let alone trying to get them 
back. Have you any more questions? We have to go along here as 
fast as we can. 

Mr. Luckey. Just one more. 

Mr. Brown, I guess this would be yours. Are there any laws or 
restrictions, other than company policy, with regard to Mobil Tankers, 
on Mobil Tankers as a foreign Panamanian corporation, to prevent 
Mobil Tankers from executing a 25-year, for example, time charter 
contract with a French national ? 

Mr. Brown. Well, as a practical matter, that would of course be 
determined I think by this coordinated policy that Mr. Teitsworth 
mentioned this morning. 

That would be a matter which would have to be under the cognizance 
of the board of directors and the officers of the Panamanian company 
as well as the officers and directors of Socony Mobil. 

Mr. Luckey. I understand. But if they wanted to do it, could 
they do it ? 

Mr. Terrswortu. They might do it once. They wouldn’t repeat it. 
They wouldn’t keep their jobs. 

Mr. Brown. That again—as to an effective transfer of that ship to 
French registry without the approval of Socony Mobil Oil Co. 

Mr. Luckey. I didn’t say transfer to French registry. IL said 
chartered to a French national. 

Mr. Brown. A charter to a French national for a period of time— 
well, again, you have to assume a lot of fact situations there that I 
don’t believe would ever exist. 

Mr. Luckey. Well, for example, you have some other foreign cor- 
porations. You have here partial ownership of N. V. Standard 
Vacuum Vaart Maats, which is a Dutch corporation—Netherlands. 

Could you charter to them if you wanted to? 

Mr. Trrrswortn. Let me make a statement. You have introduced 
a Standard Vacuum operation there. I would like to say that while 
we own 50 percent of the stock of Standard Vacuum, it has its own 
board of directors, it has its own management, and it manages its busi- 
ness in its entirety. The day-to-day operations of Standard Vacuum, 
tankers or anything else, do not come under our purview. 

Mr. Luckey. Now let me make a statement. I am not trying to 
get into the internal workings of Standard Vacuum and Socony Mobii 
Tankers. I am trying to find out something with regard to the law. 
I just wanted to know whether or not it is unlawful for a ship that 
has been traded out from the United States flag to your foreign sub- 
sidiary to be chartered for a period of time to a foreign national, 
such as the Dutch, French, and people like that. 
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Mr. Brown. I would say on that that as far as I know there is no 
Panamanian law which would prevent that. As a practical mat- 
ter: 

The Cuarrman. That answers the question. 

Mr. Brown. It would not happen. 

The Cuarrman. That answers the question. You could do it if you 
wanted to. 

Mr. Brown. As a practical matter, it wouldn’t happen. 

The Cuarrman. But I say, you could do it if you wanted to. 

Mr. Luckey. That is true, also, of United States law. Are there 
~ laws or restrictions on the ship that would prevent it? 

he Cuarmman. Well, there could be some restrictions on the cer- 
tificate to transfer, but there would be no way to enforce it, as a 
practical matter. 

Now let me ask one thing. We will try and get on here. Are you 
through, Mr. Luckey ¢ 

Mr. Luckey. Yes, sir. 

The Cuarman. You people delivered oil to Israel, didn’t you? 

Mr. Terrsworrn. At what time? 

The Cuatrman. Prior to the Suez thing. 

Mr. Trrrsworrs. Yes, we have delivered oil to Israel in the past. 

The Cuarrman. Yes. And were you denied access in some cases to 
some of the Arabian ports of entry for oil because you did do that? 

Mr. Trrrswortn. You mean 

Mr. Brown. Senator, I wonder—I don’t quite understand. Is there 
any particular thing you had in mind on this line of questioning? 
We were—— 

The Cuarrman. No, I have nothing in mind, except in a general 
way of pointing up some of the difficulties we have in this whole 
tanker problem and the world tonnage of tankers and the so-called 
self-control in time of emergency or tight tonnage, such as it is now. 
I think—I understood that you people had that problem with some 
of your tankers when you were denied access to some of the Arabian 
points of entry because you had delivered oil to Israel, or you had 
some trouble. I don’t know what it was. 

Mr. Terrswortu. I think our chairman, Mr. Jennings, made a state- 
ment before another committee here. 

The CHatrman. Yes. 

Mr. Terrsworrn. It had something to do with that. There were 
certain ships that we had under charter. I don’t know that any 
company-owned ships were blacklisted so far as loading in Arad 
ports was concerned. 

The Cuatrman. Then it comes to my second question, whether or 
not those ships were your American-flag ships or foreign-flag ships. 
I understood they were mainly the foreign-flag ships. Were they 
flying the American flag, is what I wanted to know, when they got 
in this trouble? 

Mr. Trerrsworru. So far as I know, the answer to that is “No.” 

The Cuarmman. And I understand—it was my information gen- 
erally that they were flying the Panamanian flag or the British flag, 
subsidiaries of your company. 

Mr. TerrswortH. They might be flying the flag of someone from 
whom we had a time charter. I know of 1 or 2 instances where that 
did occur. 
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The CHarrman. Well, I think it might be important to us whether 
or not an American-flag ship had gotten into some trouble with the 
Arabians. 

Mr. Terrswortru. So far as I know, the answer to that is “No.” I 
previously stated that. 

The Carman. They wouldn’t mind getting in trouble with 
Panama. They have no interest there. But the Stars and Stripes is 
a little different, though. It should be. 

Well, thank you very much. I will say to you witnesses, you have 
been a patient and you sort of were a trial run for a lot of questions 
that probably will cover the same pattern on many of the other costs 
involved. 

Mr. Brown. Thank you, Senator. 

Mr. Terrswortu. Thank you, Senator. 

The CHarrman. And we will leave it open so you can change— 
I know you might have to look up some of the figures and we will leave 
the record open so you can look at them. 

Mr. Brown. Thank you. 

(The following letter was subsequently received from Mr. Teits- 
worth :) 

Socony Mosir Orn Co., INc., 
New York, N. Y., May 6, 1957. 
Hon. WARREN G. MAGnusoON, 
Chairman, Senate Merchant Marine and Fisheries Subcommittee, 
Washington, D. @. 

DEAR SENATOR MAGNUSON: At the conclusion of my testimony on April 9, 1957, 
you stated that you would leave the record open in order that the accuracy of 
the figures furnished you could be certified. In addition, I agreed to furnish 
certain information which was not available at that time. 

The Chairman requested information concerning the earnings of Mobil Tankers 
Co., 8S. A. During the years 1955 and 1956, Mobil Tankers Co., 8. A., made a net 
profit of approximately $11,119,000. Dividends of approximately $2,100,000 
were declared during these years; in addition, this company expended, or com- 
mitted itself to expend, approximately $9,833,000 under new tanker construction 
and jumboizing contracts. 

The Chairman asked who directed the use during World War II of the two 
Socony tankers which were under Panamanian flag. 

During World War II, the United States War Shipping Administration di- 
rected the use of these two vessels under contract 1360—-R and contract 1321-R. 
One of these vessels was redelivered to Brilliant Transportation on December 
24, 1945; the other vessel was lost by reason of enemy action on May 28, 1942. 

With reference to the request for information on page 38, you are advised: 


Tanker manning cost per calendar day—United States- and foreign-flag 
comparison, T-2 type tanker, 16,500 tons 


United States; Foreign flag 
flag (40 (40 to 46 


persons) persons) 
Wesle Wats sii. lA elidel else a $657 $215 
ORIG REGIE BON IO Riiciins deve once wise etsnintenntadhscpcisinn nie bekan dee 323 45 
Fringe benefits, pensions, etc..............-..-.-.-.-...-.. ieee iia 220 20 
TURIN didctnndeedildendindsvinbivintéatnctuancidedaicipeiecieed 1, 200 280 





There are 5 officers and employees of Mobil Tankers Co., 8S. A., who reside 
in Panama. There are 31 officers and employees of Mobil Tankers Co., S. A., who 
reside or work in New Jersey. 

With reference to the questions concerning the amount of money saved by 
registering the tankers of Mobil Tankers Co., S. A., under Panamanian flag 
(pp. 58 to 62), it is estimated that if these Panamanian tankers were operated 
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under United States flag, the increased cost per annum would be approximately 
$7,754,000 or a total of $15,508,000 for the years 1955 and 1956. This would 
have converted the 1955-56 profit of $11,119,000 to a loss of approximately 
$4,389,000, thereby eliminating payment of United States income taxes on the 
dividends paid to the parent company as well as depriving Mobil Tankers Co., 
S. A., of funds for fleet replacement and/or improvements. 

Contrary to the testimony at page 44 of the transcript, Mobil Tankers Co., 
S. A., has not paid any Panamanian income tax. Further, in answer to the 
question on page 116, the income earned by Mobil Tankers Co., 8. A., from its 
operations was not subject to Panamanian income tax since this income was 
not earned within Panama. 

The information requested by Mr. Luckey is as follows: 

The employees in the service of our marine affiliates operating foreign-flag 
vessels are considered regular employees and are carefully screened and selected 
by local company representatives. If, due to unusual circumstances, seamen 
are engaged through an agent, this employment is subject to later review by a 
company representative. Of course, all personnel assignments to a vessel are sub- 
ject to acceptance by the master who is in charge of and is responsible for the 
seaworthiness of his vessel. 

All of our foreign-flag officers are engaged on a permanent career basis 
and normally have continuous year-after-year employment with promotions, 
insurance, pension, and other benefits. As an example, none of the 10 British 
masters serving on our Panamanian vessels has less than 10 years of continuous 
company service. Seven have uninterrupted company service in excess of 20 
years. 

Our unlicensed ratings are likewise selected on a permanent career basis. For 
example, the Indian seamen screened and assigned to our vessels are taken 
from a company roster maintained with the government shipping authority. 
After a period of service of approximately 1 year, they are allowed home leave 
and are subsequently returned to the company roster for reassignment. Addi- 
tional names to supplement the company roster, When required, are taken from 
the general roster of seamen maintained by the authorities. Many of our 
unlicensed ratings have service exceeding 5 years. 

We have no reason to doubt the loyalty of either officers or crews serving 
on our foreign-flag vessels. Socony Mobil Oil Co., Ine., and its predecessor 
corporations through its affiliates have operated a large number of vessels under 
foreign flag over a period of more than 50 years, and during this entire period 
(which includes World War I and World War II), there has not been one 
incident involving actual or suspected loss of control of a vessel because of 
a question of loyalty of our marine personnel. 

Our Panamanian manning schedules are in no case less than the schedules 
we use on our United States-flag vessels of comparable tonnage, and these com- 
pany schedules are always in excess of the minimum schedules of the United 
States Coast Guard. 

There are numerous provisions in the Panamanian law governing the employ- 
ment of seafarers. These provisions, which are contained in the Panamanian 
Labor Code, have been summarized on pages 56 through 64 of the International 
Labor Office publication, Conditions on Ships Flying the Flag of Panama, pub- 
lished in 1950. 

Panama has ratified the International Safety of Life at Sea Convention 
and the International Load Line Convention. However, Mobil Tankers Co., 
S. A., enforces the same safety standards on their Panamanian vessels that are 
required on our comparable United States and British tonnage, and these 
standards are generally superior to the minimums laid down by the Safety of 
Life at Sea Convention: All of our foreign-flag vessels are maintained in class 
with the American Bureau of Shipping or Lloyds Classification Societies, and 
the same high standards control the determination of seaworthiness of these 
vessels, regardless of whether the vessel is under United States or foreign 
registry. 

Your very truly, 


~ 


C. S. TrrrswortH. 


The Cuarrmman. Mr. Gamble. 
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STATEMENT OF M. G. GAMBLE, PRESIDENT OF ESSO SHIPPING CO. 


The Cuarrman. Mr. Gamble is the president of Esso Shipping Co., 
Standard Oil of New Jersey. He has been here before on the same 
subject. 

You have a statement prepared / 

Mr. Gamste. Yes, sir; I have a prepared statement. 

The CHamman. Do we have copies of it here? Oh, yes, we do, 

right here. Iseeit. Thank you. 

‘We will put it in the record in full. 

Mr. Gamete. If I may, Senator, I would like very much to read it. 

The Cuarman. All right. 

Mr. GamBte. It is not very long. 

The CuatrMan. It is not very long. And the figures there—yor 
want to—— 

Mr. Gamsie. Well, I won’t read those. 

The Cuatrman. Allright. O.K. 

Mr. Gamexe. That tabulation. 

The CuHarrMan. We will put it in the record in full. 

Mr. Gampte. This statement 

The Cuarrman. Oh, let’s have these here—on your first page you 
have the names of the ships. You have a total of 39 vessels. Now 
are they under the American flag or foreign flag ? 

Mr. Gameie. They are under United States flag, Esso Shipping 
Co. owned. That is in the heading. 

The Cuatrman. Yes. That is 796,000 deadweight tons. 

Mr. Gamste. Yes, sir; that is correct. 

The Cuamman. And then on the next page you have your Pana- 
manian company, which is a total of 23 vessels. Four hundred and 
sixty-seven thousand deadweight tons. 

Mr. Gamepue. Yes, sir. 

The CHarrman. Then I notice that most of those in the Pana- 
manian Transport Co.—well, the tonnage averages about the same, 
doesn’t it—on the types of ships? 

Mr. Gamptie. Yes. 

The CuarrMan. You have most of your 27,000—— 

Mr. Gamsie. The same general types as in the previous statement. 

The CrarrmMan. Yes. 

Mr. Gamsue. There are more of some types and fewer of others. 

The Cuatrrman. You have more ships in the United States flag? 

Mr. Gamste. More ships by far. 

The Cuamman. 39 as to 23? 

Mr. Gamsie. That is right. 

The Cuatrrman. Now, were all these 23 transferred out? 

Mr. Gamste. No, sir. 

The Cuatrman. They were not. How did they get to the Pana- 
manian flag? 

Mr. Gameie. Well, a great many—for example, all of these 27,000- 
ton vessels 

The CuarrmMan. Were built ? 
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Mr. Gamete. Were built in United States yards for Panama flag. 

The Carman, Flag. 

Mr. Gampte. They were not transferred. 

The CuarrmMan. But most of your T-2’s? 

Mr. Gampte. The Z’sso Colombia, the first one mentioned, was 
built in a French shipyard. The others, all the 27, were built in 
United States shipyards for Panama flag. 

The Cuarrman. Yes. And most of your T2’s were transferred out, 
isn’t that correct, your 16,000-tonners ! 

Mr. Gamste. | would say the majority of them were. 

The Cuarman. Yes. So that will all go in the record in full. 

(Which information is as follows :) 

Esso Shipping Co.-owned United States-flag fleet 


Deadweight tons 
on assigned 


Name and type of vessel summer freeboard 
Steamship, 37,800-deadweight-ton class: Esso Gettysburg___......_-_-- 37, 800 
Steamship 27,000-deadweight-ton class: 

Cg abled MbaLintdidd LbdedaLlice dh deat msndthicleccsnetioih 27, 240 
I FI Rh Latics ida ha te ee 27, 340 
ne eh kD crated, 27, 200 
I a tun inepeienmmenerenenaith 27, 135 
UI TIIII ih  a 27, 240 
ST ee AS eee ee 26, 773 
Me NN a ais a et aS i css is ntl cian ine 27, 260 
Ne a i 27, 335 
I Nites a ae a ido ESE alah ln ha dk cl dpe df wien dp aiediesient mide ween 27,170 
Ce ceca as ch caitiblniaigss eh enak invane ot casings 37, 335 
Ry SemenIAa eae s ee oe el dal nd wt eG eedidodb. 26, 759 
Im Sl se a Lh iba 26, 555 
Merchant ships, 18,000-deadweight-ton class: 
Nee a ks adn sal dnb ienaidetemnincomebiies 17, 870 
Ne TT ene eee a le eslstnenceines 17, 870 


Steamships, 16,000-deadweight-ton class (T-2’s) : 


I i ck le lel dL Lee 16, 540 
I a ak a I> craescn cna etiniannd 16, 545 
i cctnenpdsles mainnsemmppeeurnegheios 16, 595 
Neen eee nen ne een nee eee a Le eae 16, 625 
Nc tenia bani aban ctelodin fa jus dobdiitda dekh co coed 16, 540 
i ail Soc lait sical anltsllsigwinn gia bah ex onpdler Seiad dh de 16, 485 
I te eirinogte 16, 5380 
Cee a al a siatemiclnieembebenme abet 16, 450 
Iva UINTTTINPTIRIUUIIN inciSn  h lig  hoen conic cot cece les 16, 685 
PRI CIN io ia i tas bbs celle aebile ciate helhee aphnels Dethaphinl dete 16, 535 
a acini lk ad Sales EN als alg bp wellb Shah el ms nines id ler 16, 635 
Esso Reading_..._--.---- ET DEES RES See, nee. 16, 540 
TN ih ie a sn inclines see ego 16, 535 
In i Nail abla ed incl en Semadabish da ka asd aan he ty dvb 16, 550 
ION I i li, Sete ta bl cacinatieerta ge cesses eel ute Sahas anhackicl leit ducddian 16, 545 
Pe a dan tl crescents bh ins Abate wigan enrei ty dl eddie 16, 665 
I i ai EE aerate erin enitnlntiigbtn sist givin peaniowpapin 16, 490 
Steamships, 16,000 deadweight class (turbine) : 
In aid ct cides eid eta ma Scent bor vote 16, 585 
eT RNID aE hak BA NE Nis eh Eh hice aheeinKielebdcinlamtglined 16, 680 
I a laa ah ds ance Sapiens Bulan bps Seniors dosie kes 16, 424 
Esso Chattanooga___-_-_ al 16, 640 
a Agee ah dh enstaigh terete arene wianinerstiniesaousnrenaweveignes 16, 560 
a a ii catenin in needle dics ww sbiheampcomenantemtcn 16, 585 
I i as arie idainan esas enircsieceneniesliwee Biidiadehe lath LED cheb wo nes sdschle th dnd dove 16, 569 


ia cl icin Sissi ag jenna shoo tnt Lcotarlat shoe 796, 365 
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Panama Transport Co.-owned fleet—Panama flag—Panama. registry 
Deadweight tons 


on assigned 
Name and type of vessel summer freeboard 
Steamship, 35,000-deadweight-ton class: Esso Colombia_....._.......- 35, 521 
Steamships, 27,000-deadweight-ton class : 
cle a a i a i la 27, 370 
I Ce... isis iseessmcsianersntedieteniaine canta ten do i aie alae eebmadaitts adalat 27, 315 
ES Ee ee ae ae RW EEE SERRE ewan ea TN 27, 355 
DG - Pemos 8 ..- tebb lekdb ata beineees 26, 765 
SG NO sins erevsisethsanehnsonseiinivticlianansenthb i Wistbs saoca debe REE anne 27, 350 
Merchant ships, 18,000-deadweight-ton class : 
maa PR NG oo iene eceerinioereranmnensommnanan withth bikdtvidmgianblsibeaeeeil 17, 875 
I el ieee etl ste ipuaiibeigs babi anced 17, 875 
Steamships, 18,000-deadweight-ton class (turbine) : 
IN cas pe pssesenee inten sa'dd teeieedasiahie ina tela os cnpegpclcdeica AMR ee mat 18, 525 
Dae amen se I ee Sees 18, 470 
Meee. Rocnestef sn EE UL ea a 18, 084 
I Tic ie: <citipn <: ccileaiatni a lea piepaliinanapin aren ti damental 18, 445 
Steamships, 18,000-deadweight-ton class (turboelectric) : 
AN A dad prs citepalgitk rp dhigng en oe hrerecgialomiesthigaerencaridesca ines eAMeedl 17, 910 
OMe) TORE A es de dinlgeblhe helio 18, 318 
Tiga Tia PRO a eis bh oe i Eo cli 17, 900 
Steamships, 16,000 deadweight tons class (T2s) 
TO a — ene nec eaeniereeiier-ersbe ier arriesie ibaa enon 16, 530 
PON OAPI ho etree tire eesin mn watinncoeatigectnnemnensinita 16, 550 
Wee COO on enn eth dee SL ie 16, 600 
Waeo Fomoewille’ cit al hs hea i 3d bee 16, 455 
FG TRO oie sine cecins onndentaanpenepdenppglsnmeabieiee 16, 635 
Bo a: caine nth oes nanteal doehideslivinane es enigtte gpipaeelinnipgienitiincmmaniibieeiaalee 16, 465 
I CE Ci horns chcvinnes ws asd sla eee anat nk cnsieaneniienipalaitieestigeenavenamimagadeasmageelaatnaet 16, 560 
Dam TO i i nek eh cine Pde el hah aoe 16, 550 
"Tote, BB . WOO G a ncancettetiete nn citin sce tanta cae wntcegeneeelas 467, 423 


1 Under bareboat charter to Imperial Oil Co. 


Ess0 Shipping Co., construction in United States yards 


Vessels “now under construction” : Deadweight tons 
Hull 520 (Steamship Esso Washington) turbine tanker_______-____ 37, 800 
ER Te SU IEE CU ain 2 i eeeirincicin one egies 37, 800 
Hull G26, turbine tanker. ...0..wi sunt sl aia 37, 800 

OCs. 6 VORB i cetetieceniccnndcetashseousiesaee 113, 400 

Vessels “contracted for but construction not yet started”: 

Hull 540,: turfiine tanker... a 46, 000 
Hull G41, terbine tanier..........5i4 6d sid) ae 46, 000 
een Seared CERIN ST nh deste geennpeniotpegeh din neeigpamatgnalte 46, 000 
EE Se ee I RII ninicitninen-cnveianinaiarunniicebn tape asveaineninienin incase 46, 000 
ees ek; CUO TOE ao a he eee 46, 000 

rotely. & ween isiisi kes ae desk isl ani behind 230, 000 


Vessels “projected for immediate future” : None. 


Panama Transport Co. 


Vessels “now under construction” : Deadweight tonsa 
Hull 1822 (Steamship Esso Argentina) turbine tanker, Italy_____- 35, 550 
Hull 1833 (Steamship Esso Argentina) turbine tanker, Italy__._.____ 35, 550 
Hull 1886, turbine tanker, Italyoiioi. cil 35, 550 
Hull 1476, turbine tanker, Japan... iis seen ie 35, 550 

I A Ta saeco cseetnee in onies eqiee tn tn sae erage ie coc aerion ae cael el ais a 142, 200 


97220—57——_5 
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Vessels “contracted for but construction not yet started” : 


IS COMI: DO i ecco nema neenem namin see 35, 550 
re. Seeeeeee COUINOP, DUQIT ete ween 35, 550 
Tn oe Serene Cemeer, LORIF ee ee meen ee 35, 550 
Saul 2677, turbine tanker; Japans on ook ee cl 35, 550 
Sault 3476; Carbine tanker, Japan... in es esl a 35, 550 

I i carsidiclecaicicchsnsntiipencintilmpininiinibiniigseibinternitvienvenne sneravels batik ok 177, 750 

Vessels ‘“‘projected for immediate future” : 

nn Ne asc cittiente weir eld Lede 46, 000 
eee camer, Ouellet ln dd 46, 000 
Ne I EON atin estates cen ins gripermrennine eer tirenceisen ete etbiedeede crib aided aoe 46, 000 

nn, SIO A eee bed ad ete ER uae 138, 000 


The CuarrmMan. Now, you have on your third page vessels under 
construction, all 37,000-tonners. 

Mr. Gamesie. Yes. 

The Cuatrman. Three vessels. 

Where are they? They are in United States yards, are they not? 

Mr. Gamete. Yes; they are building in United States yards. 

The Cuarrman. And then you have contracted, but construction is 
not started, for 5 more of the 46,000-tonners. 

Mr. Gampswe. That is correct. 

The Cuatrman. Turbine tankers in United States yards. 

Mr. Gameste. That is correct. 

The CHarrman. Now, how many do you have contracted for in 
foreign yards, if any? 

Mr. Gamsie. Well, that is on the next page. 

The Cuarrman, Oh, is that on the next page ? 

Mr. Gamste. Twelve ships. 

The Cuarrman. Oh, I see. 

Mr. Gamste. Contracted for in foreign yards. 

The CHamrman. You have 4 of the 35,000-ton class, 3 in Italy, and 
1 in Japan. 

Mr. Gamste. Yes, sir. 

The Cuatrman. And five contracted for, again in Italy and Japan. 

Mr. Gampste. Yes, sir. 

The Cuamman. And you are thinking about 3 of the 46,000-ton 
type for Germany and 2 in Holland? 

Mr. Gamepxe. That is correct, sir. 

The Cuaimrman. They are all for the account of the Panamanian 


wes I. 
Mr. Gamste. That is correct, sir. 

The CuatrmMan. But the account of the Standard Oil of New Jersey, 
the American company, are all in United States yards? 

Mr. Gameste. Well, they are for Esso Shipping Co. 

The Cyaan. Esso Shipping Co., in United States yards. 

Mr. Gamste, That is correct. 

The CuarrMan. So there are 8 vessels to be built in United States 
yards and 12 to be built in foreign yards, 

Mr. Gamez. That is correct, sir. 

The Cuarrman. Although there are three vessels for the future that 
you haven't yet let contracts for. 

Mr. Gamste. Yes, the contracts have been let, just recently, 

The CuarrMan. Now, what did you find was the difference in cost? 
Did you get estimates from United States yards? 








ee 
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Mr, Gamste. Oh, yes. 

The Cuarrman. What is the difference in cost ? 

Mr. Gamsxz. It is about 40 percent above foreign cost for United 
States construction. 

Mr. Cuarrman. Yes. 

Mr. Gamste. United States construction is about 40 percent higher 
than foreign construction. That is a rough average. 

The Crarmman. Yes. I asked that question because you are 
familiar with our construction subsidy. 

Mr. GAMBLE. Yes, sir. 

The Cuarmman. And we always have a difficult time arriving at it. 
But in this particular case it was your experience in looking around or 
shopping around. 

Mr. Gampsie. Yes. 

The Cuarrman. That it runs around generally 40 percent. 

Mr. Gamez. Forty percent higher than the foreign construction. 

The CuarrmMan. What about delivery time? 

Mr. Gamsxe. Delivery time is quicker in United States yards. That 
has varied a good deal in all these different orders. In general I 
would say that we have about 3-year delivery here as against about 4 
to 5 years in Europe. 

The Cuairman. As a matter of information which country had the 
most crowded yards, Italy or Japan? 

Mr, Gamste. Italy, I would say. 

The Cuarrman. Italy. Japan next, probably? 

Mr. Gamptr. That I can’t say. I mean, they were all pretty well 
crowded in Europe. I don’t have that accurately. 

The Cuatrman. And Holland—two for Holland. 

Mr. Pastore. Why are you building eight in United States yards 
if it costs 40 percent more? 

Mr. Gamer. Well, they are for United States-flag operation, which 
is a requirement for coastwise business. 

Mr. Pastore. Otherwise, there is a strong likelihood that even these 
might have been foreign built ? 

Mr. Gamete. If we did not need them in our United States busi- 
ness, that would be the case. 

The Cuarrman. Well, the reason you went to United States yards 
is you traded out some ships to do it, didn’t you ? 

Mr. GamsBie. Well—— 

The CuHarrmMan. You traded out 5 for the 3 under construction ? 

Mr. Gampte. I would like if I may 

The Cuairman. And you traded out 10 for those—— 

Mr. Gamstr. I would like to read this statement because I cover 
that and I think a good many of these questions will be answered 
ahead of time. 

The CuarrMan. Well, is the record clear that you traded out 5 ves- 
sels to construct the 3—2. 

Mr. Gamsir. Wait a minute. 

(Mr. Luckey conferred with chairman.) 

The Crratrman. Oh, the Esso Washington didn’t have a trade out. 
It was the other two. 

Mr. Gampte. Yes. For 2 of the so-called national defense ships we 
traded 5 ships into the Government. 

Mr. DeWrirr. Five T-2’s. 
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The Cuatrman. Five T-2’s. 

Mr. Gamete. And on the other national defense ships, we traded 
out five ships to the Panama flag. 

Mr. DeWrrr. The first of the national defense tankers is delivered 
and not shown on this list. 

The Crarmman. And then on the 5 that are contracted for, the 
46,000-tonners, you negotiated with 10 other ships, didn’t you? 

Mr. Gamez. That is right. We have approval in principle to 
transfer equivalent T-2’s. 

The Cuamman. T-2’s to Panamanian ? 

Mr. Gamesue. Yes; that is right. 

The Cuarrman. So the tonnage there would run a little higher on 
the five new vessels, would it not, as compared to the total tonnage of 
the trade out ? 

Mr. Games. They are 46,000-tonners and 5 of them are equivalent 
to many more than 10 T-2’s. 

The CHarmrman. You have 230,000 tons and 10 T-2’s would be 
around 170,000 tons. 

Mr. Gamste. Yes; 165,000 or more. 

The Cuarman. All right, now we will go ahead with your state- 
ment. 

Mr. Gamez. I might mention that in your original telegram to 
Mr. Rathbone of March 28 you asked a good many questions of a very 
general nature. However, in your telegrams of April 2 and April 3 
you requested that we limit our testimony to Esso Shipping Co. and 
Panama Transport Co. 

The Cuarrman. Yes. 

Mr. Gameste. I thought I would mention that at the start. 

The Cuatmrman. Yes. 

Mr. Gamste. So those who might not be familiar with that would 
understand why I am limiting my testimony to those two companies. 

Affiliates of Standard Oil Co. (New Jersey) are engaged in various 
phases of the oil business in most countries of the free world. Their 
operations require a considerable number of ocean tankers. In some 
cases affiliates are required to use tankers under the flag of the country 
in which they operate. In other cases the national interest of the 
company concerned has an influence on the registry of the ships they 
use, Currency restrictions often necessitate the use of tankers reg- 
istered under certain flags. 

In addition, affiliates of Jersey are in competition with other com- 
panies in the countries in which they operate. In transporting oil 
they must compete with tankers of other foreign companies and coun- 
tries. The factor of competition with foreign-flag vessels does not 
apply, of course, to tanker movements between United States ports 
because this trade is restricted to American-flag ships. It is common 
knowledge that operating costs of tankers under the United States flag 
are substantially higher than the costs of tankers registered under 
foreign flags. . 

In evaluating the cost differential between ships registered under 
the United States flag and those registered under foreign flag, we esti- 
mate that the cost of carrying a given volume of oil in a United States- 
flag T-2 tanker is about 51 percent higher than in a Panamanian-flag 
T-2 tanker manned with an Italian or British crew. 
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The CuatrMan. May I ask just generally. You heard Socony that 
they had mainly Indian crews ¢ 

Mr, Gamewe. Yes, sir. 

The Cuatrman. Is there much difference between the pay of an 
Italian or Britsh crew as against an Indian crew ? 

Mr. Gamer. Well, we have never employed Indian crews and I 
am not familiar with the wages. However, I can give you the wages 
of all the other crews—that is, the European crews. 

The CuHarrMan. I would just assume that an Italian or British 
crew might be a little higher, I don’t know. 

Mr. Gamez. I would assume the same thing, but I have no evidence 
on that. 

The Cuarrman. O.K. 0) 

Mr. Gamate. About three-quarters of this differential is due t 
the cost of the respective crews. Over the last 8 to 10 years, this dif- 
ferential has increased steadily. A similar comparison between a 
United States-flag 27,000-ton tanker and a Panamanian tanker of 
the same size shows a cost differential of approximately 36 percent. 

The differential is smaller in this case since the larger vessel’s crew 
cost is a reduced factor of total cost. In giving these figures, initial 
capital costs of the two types of tankers have been considered to be 
equal since all T-2 tankers were sold by the Government at the same 
basic price and our 27,000-ton tankers were all built in United States 
yards. Should the initial construction costs reflect the differential in 
shipbuilding costs between United States and foreign yards, the net 
advantages in operating costs in favor of Panama-flag ships would be 
even greater since construction in this country is about 40 percent 
more costly than abroad. 

The above figures indicate that from an economic basis, operation 
of tankers under the United States flag is feasible only in those trades 
which are not open to foreign-flag vedels 

Then next we have the answer to question 3 which asks for the tax 
situation with regard to such foreign registry and operation, where 
and when any dividends have been declared to parent company by any 
subsidiaries. Policy of your company as to transfers; as to construc- 
tion or operation under foreign registry. 

The CuatrmMan. Well, you say—— 

Mr. Gameste. That is the question. 

The Cuatrman. Yes. You say that under the Panamanian law no 
income taxes are assessed on the earnings from steamship operation. 

Mr. Gamste. That is correct, sir. 

The CuatrrmMan. That means that the Panama Government does not 
consider those earnings to be made I suppose in Panama and there- 
fore there is no tax on them ? 

Mr. Gameste. That is correct. 

The CHarrmMan. Your dividends, however, paid by the Panama 
Transport Co. to Standard of New Jersey are subject to income taxes 
as you bring them in. 

fr.Gameste. That is right, sir. 

The Cuarrman. And every year since 1949, except 1950, a dividend 
has been paid ? 

Mr. Gampie. By the Panama Transport Co. 

The Cnatrman. Yes, by Panama Trains. During this period 
dividends paid totaled $74 million. 
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Mr. Gamexz. That is right, sir. 

The Cuairman. They are brought—— 

Mr. GAMBLE. $74,700,000. 

The Cuarrman. They are brought into the parent company, Stand- 
ard Oil of New Jersey. 

Mr. Gamerz. That is correct, sir, and we paid United States taxes 
to the extent of $36,800,000. 

The CuarrmMan. You paid 52 percent. 

‘Mr. DeWirr. Approximately. 

The Cuarrman. Now, how much of the total earnings have been 
declared dividends ? 

Mr. Gamste. Well, our total earnings in that period were $108,600,- 
000 and of that we paid $74,700,000 in dividends. 

The Cuatrman. So some $30 million was not declared in dividends. 
Was that put back into construction, or what was that used for? 

Mr. Gamste. Yes, sir. 

The Cuarrman. Similar to the Socony people ? 

Mr. Gamez. That is right. 

The Cuarrman. They are using they say more of their earnings for 
construction than you are. 

Mr. Gampste. Yes, sir. That depends on the amount of construc- 
tion you are carrying out at the time. 

The Cuarman. Yes. What I am trying to bring out: You are 
paying more of your total earnings for dividends than Socony is pay- 
ing for dividends, because they are using more of their money for 
their supplementing their fleet construction. 

Mr. Gamsie. Yes. 

Mr. Pastore. Where was the depository of this money, in Panama 
or in the United States, sir? 

Mr. Gamsie. In the United States, sir. 

The Cuarrman. It is not subject until you declare it. 

Mr. Gamste. It is not subject to taxes until you pay the dividend. 
Then we have question 4. 

The Cuarrman. What tax rate is paid on the dividend ? 

Mr. Gamsiez. Well, the United States tax rate, whatever it happens 
to be at the time. 

The CuarrmMan. That goes to all the stockholders? 

Mr. Gamae. That is right. 

The Cuarrman. No, it goes into the earnings of the Standard of 
New Jersey, doesn’t it ? 

Mr. Gamp.z. Yes, it goes into earnings of Standard of New Jersey 
from which they pay dividends to stockholders. 

The Cuamrman. Overall? Yes. 

Mr. Gampte. Yes. 

Question 4. Method of insuring your tankers 

The Cuarrman. Let’s get back here just a minute. You have 23 
vessels i:1 the Panamanian fleet and the 74 million over, say the 10-year 
period—-no. 

Mr. Gamste. Yes, it would be the 8-year period. 

The Cuairman. Youskipped 1 year—8-year period. 

Mr. Gamptie. Yes. 

The Cuatrman. The 23 ships earned $108 million. 

Mr. Gampte. Yes. 

The Cuarrman. Go ahead. 
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Mr. Gamer. Now, on question 4, it reads: “Method of insuring 
your tankers under American and for eign flag and cost differential, if 
an 

Jeither Esso Shipping Co. nor Panama Transport Co. insures its 
vessels. It is our understanding that in general there is no difference 
in the cost of purchasing insurance for similar United States or 
foreign-flag vessels. 

The Cuarrman. Mr. Gamble, could I get back a minute? I was just 
figuring up. These are general figures. We will get the record here. 
But from vasty figuring here, each of those ships made about $4.5 mil- 
lion in that 10-year period ; did they not ? 

Mr. Gamsie. We didn’t own consistently 23 vessels over that. period. 

The Cuarrman. They paid more? 

Mr. Gamair. We made more than that per ship. 

The CuHairman. You paid more. How much did you pay for them 
initially from the Government, the T-2’s? 

Mr. Gamsue. The statutory sales price. 

The Cuarrman. Yes, how much was that ? 

Mr. DeWirr. Between $1,600,000 and $2 million. 

The CuatrmMan. Yes; it was one million five or six, as I remember it. 

Mr. Gamexe, It was close to 2 million, I am quite sure. 

The Cuarrman. And they made in earnings approximately 4 mil- 
lion apiece, maybe 5. Would that be a correct figure? 

Mr. Gamete. I might say—I might correct something here, Senator, 
if I may. Those profits of Panama Transport are not all attributable 
to the owned ships. We had a great many ships on charter. We are 
constantly chartering ships. 

The CuHarrman. Yes. 

Mr. Gamsie. We have only a small proportion of our needs which 
we own. 

The Cuarrman. I think the record ought to be made clear that this 
is the earnings of the company. 

Mr. Gamsie. Of the company. 

The CuartrMan. In its overall operation ? 

Mr. Gamste. That is right; yes, sir. 

The CrarrMan. Because that would be a pretty startling figure. 

Mr. Gamste. It would be. 

The Cuairman. To pick up a ship for $1,500,000 and over 10 years 
have it make alone $5 million. 

Mr. Gamste. That isn’t correct, sir. 

The Cuarrman. Yes. 

Mr. Gamsrez. I might mention the extent of chartering we are 
doing at the moment. 

The CuarrMan. Yes. 

Mr. Gamez. We have under period charter; that is, for 1 year or 
more, 75 ships. 

The CuarrMan, Those are time charters, mainly ? 

Mr. Gamesie. What is that, sir? 

The Cuatrman. Are they time charters ? 

Mr. Gamerz. Time or consecutive voyage. 

The CuatrMan. Consecutive voyage charters ? 

Mr. Gamete. And some bareboat charters—5 or 6, which itis? Five 
bareboats. 
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The Cuarrman. And the Panama Transport Co. makes those char- 
ters direct ¢ 

Mr. Gamsxe. That is right, sir. 

The Cuarrman. Rather than the Esso Shipping ? 

Mr. Gameue. That is right. We are decentralized and we carry on 
our business ourselves. 

The Cuarrman, All right. 

Now the next question. 

Mr. Gamste. The next question 

The Cuarrman. Is on the insurance features. 

Mr. Gamste. It is a very brief one. Neither Esso Shipping Co. nor 
Panama Transport Co. insures its vessels. It is our understanding 
that, in general, there is no difference in the cost of purchasing insur- 
ance for similar United States- or foreign-flag vessels. 

The Cuamrman. Now, you heard the counsel ask the question of the 
Socony witness about what would be the situation if one of your Pana- 
manian transport tankers—if something happened to it in an Amer- 
ican harbor. How would the people anya or the property damage 
be reimbursed, or whom would they sue? I suppose the answer would 
be the same as Socony, in that particular case, wouldn’t it? 

Mr. Gamste. Yes, sir. They wouldn’t sue the United States com- 
pany, certainly. It would be the Panama company that would be 
sued. 

The Cuarrman. Well, we might have here a type for some lawyers, 
because you redeposit your money in the United States bank here. 
We might attach that ? 

RG ov GamBLE. I have Mr. Nash here who could probably do a 
tter 
The Cuarrman. What would be your situation if this happened ? 

We require American ships to be insured for these sort of things. 
Mr. Gamstez. No, sir; we don’t insure our American fleet. 

Mr. Nasu. There is no requirement that any American ship be in- 
sured at all. 

Mr. Gamez. And we do not insure them. 

The Cuarman. That is, if you own it outright ? 

Mr. Nasu. We do own all ours outright. 

The Cuarman. If there is a mortgage, it is insured ? 

Mr. Nasu. If it is a Government mortgage. 

The CHarMan. Yes. 

Mr. Nasu. But there are no mortgages. 

oo. CuarMan. Yes. What do American safety requirements re- 
quire 

Mr. GAMBLE. I would like to take that question, if I may. 

The Cuarrman. Yes. 

Mr. Gamstx. We follow the same safety standards exactly on our 
Panama ships as we do on our American-flag ships. They are classed 
in the same classification society, who make inspections and who lay 
down rules. So as far as our fleets are concerned, the safety standards 
are identical. 

The Cuamman. Well, I think the point we want to bring out here 
is that you do this voluntarily; that there is no requirement in 
Panamanian registry that requires you to adhere to anywhere near the 
standards or the safety standards, insurance, liability, and all the 
other things that an American-flag ship is subject to? 
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The Gamat. If you keep your ships in class—— 

The CHarrMaNn. Yes. 

Mr. Gamez. You have to submit to inspection by the classification 
societies. 

The Cuarrman. Yes. 

Mr. Gamsiz. Yearly, to keep those ships in condition. 

The Cuamrman. But you do that voluntarily ? 

Mr. Gamse. Well, not if you are in class; no. You have to do 
it or you lose the classification of your ship. 

The Caamman. Yes, but you want to keep your ships in class, but 
it would be nothing to-——- 

ae GAmBLE. Well, almost all shipowners do keep their ships in 
class. 

The CHarrman. I have seen—— 

Mr. GamstE. There might be exceptions, but certainly that is true 
of most companies. 

The Carman. Your Panamanian ships will look like a yacht 
compared to some Panamanian ships I have seen. 

Mr. Gamste. Well, that may be. 

The CuarrMan. Yes. 

Mr. GAMBLE. May I go to question 

The Cuarrman. The point we are trying to make is Panamanian 
regulations on all these hines we are talking about are very, very lib- 
eral. And there is no compulsion by the Panamanian Government in 
any case to make you or to require you to do certain things that you 
are now doing voluntarily, because you want to keep your ships in 
class. 

Mr. Gamsue. Well, when a ship goes to the Panama flag. it has to 
be in class. 

The Cuamman. Or they won't accept it ? 

Mr. Gamepte. Or they won’t accept it. 

The Cuarrman. When did they start doing that ? 

Mr. GamBte. Well, they have been doing that. 

The Cuarrman. Only on tankers? 

Mr. Gamatz. I think they do it on all. But they do it on tankers, I 
know. And they are signatory to the International Convention for 
Safety of Life at Sea. And that, apart from classification, requires 
inspection by some recognized group. 

he CuarrMan. Yes. Who inspects it? 

Mr. Gamesiz. Well, they employ the classification society. American 
Bureau of Shipping, usually, to do it. 

The Cuairman. The Bureau of Shipping. In other words, they 
take the American Bureau of Shipping rating, don’t they? They 
accept that? 

Mr. Gampste. They accept that. 

The Cuarrman. Yes. 

Mr. Gamsix. And that isa very reliable organization, too. 

The Cuarrman. I know that, very reliable. 

Senator Pastorr. Mr. Gamble—— 

The Cuarrman. All shippers use it, worldwide, that class? 

Mr. Gamste. Well, some use Lloyds instead of the American 
Bureau. 

The Cuamman. It isthe same standards? 

Mr. Gamsie. The standards are approximately the same. 
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Senator Pastore. Do you bring Venezuela oil in for consumption 
in New England? 

Mr. Gampte. Yes, sir. 

Senator Pastore. Do you bring in bunker C? 

Mr. Gamsix. We do. 

Senator Pastore. Do you bring in bunker C from Texas and other 
points in the United States to New England ? 

Mr. Gamete. I don’t think we do much of it. I doubt if we do any. 
I think the bunker C oil comes from the Caribbean. I can’t be positive 
that we haven’t brought in some, but that isn’t the regular movement. 

The Cuarrman. WhatisbunkerC? I don’t know. 

Mr. Gamerz. That is the bunker fuel oil that is used in ships. 

The Cuarrman. Oh. 

Senator Pastore. They use quite a bit of it. 

Mr. Gampte. Yes. 

Senator Pasrore., Now this is what mystifies me, and maybe you can 
explain it. You say here in your presentation that in the use of your 
T-2 tanker, the cost is 51 percent higher if you use a ship under an 
American or United States flag ? 

Mr. Gampste. Yes, that is correct. 

Senator Pasrore. As against a Panamanian flag. Then with refer- 
ence to the 27,000-ton tanker. 

Mr. Gamste. Yes. 

Senator Pasrore. Under the Panamanian flag it is 36 percent, ap- 
proximately ? 

Mr. Gamete. That is right, sir. 

Senator Pastore. How does it happen, then, that in this rise of 
January, insofar as the bunker C oil and fuel oil was concerned, u 
in New England, that the price was 1-cent increase and it didn’t 
make any distinction whether it was foreign or domestic ? 

Mr. Gamsie. Well 

Senator Pastore. I mean how does it happen ? 

Mr. Gamate. I am sorry, Senator, but the pricing of oil, bunker 
C, or the other oils, is totally outside of my field and I am not author- 
ized and neither am I qualified to discuss it. Many things go 
into the price of oil. 

Senator Pastore. Well 

Mr. Gamste. That is entirely out of my field. 

Senator Pastore. I realize that. 

Mr. Gamete. And it doesn’t concern these two companies that I 
am representing. 

Senator Pastore. Without trying to tie you down, though, you 
would say that if there is a differential in the cost of transportation, 
there ought to be commensurately that distinction when it comes to 
the consumption price. I mean, it is fundamentally an integral part 
of the charge. 

Mr. Gamptr. Well, I think much would depend on what price 
you start out with, and a lot of other stituations that enter into the 
price. 


Senator Pasrorr. Well, if you start with a price that is 36 percent 
cheaper-—— 


Mr. Gametex. Not the oil. That is just the transportation, where 
there is that differential. 


Senator Pastore. Wouldn’t that be reflected in the ultimate price ? 
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Mr. GamBe. Well, I am sorry, I just don’t feel qualified to answer 
that, Senator. 

The Cuatrman. You would say the transportation is a substantial 
part of the price ? . 

Mr. GamBie. Certainly it is one of the elements. 

Senator Pasrore. There ought to be a difference ultimately. 

Mr. Gamste. I should think so, but as I say, I am not qualified to 
get into that. 

Senator Pastore. I don’t want to tie you down. 

Now, on page 10 you answer another question regarding—we will 
come back to some of these things later. 

Mr: Gamez. Yes,sir. May I read the question ? 

The CuarrMan. Yes, go ahead, soit will be in the record. 

Mr. GaMBLE (reading) : 

Question 5. Manner in which stock is issued by foreign corporations which 
are subsidiaries. Type of stock, method of registration thereof United States 
or country of incorporation, time and place of annual stockholders meetings, the 
requirements of residence and/or citizenship of the incorporating country for 
officers, directors, and stockholders, if any. 

Now, our answer to that question: Stock of Panama Transport Co. 
is capital voting stock, registered in the Republic of Panama, in ac- 
cordance with the commercial code of that country, by filing in the 
public register. All shares are held by and registered in the name 
of Standard Oil Co., New Jersey. Annual stockholders meeting is 
held on the first Tuesday in May and may be held within or without 
the Republic of Panama, as determined by the directors. 

There are no requirements of residence and citizenship for officers, 
directors, and stockholders, but changes of officers or directors must be 
filed annually in the public register. 

The Cuarrman. Yes. In other words 

Mr. Gamate. All directors and shareholders meetings are held in 
Panama. One director is a citizen of Panama and the other three 
directors are citizens of the United States. 

The Cuatrman. In other words, apparently the Panamanian law 
does not require that you need to be a citizen of Panama to be a diree- 
tor in a Panamanian corporation ? 

Mr. Gamstp. That is correct. 

The Cuarrman. And in your particular case, you happen to have a 
citizen of Panama as a director ? 

Mr. Gamete. That is right. 

The Cuarrman. And the others are citizens of the United States ? 

Mr. Gamete. That is right. 

The CyHarrman. And Standard Oil owns the company, all the 
shares ? 

Mr. Gamete. One hundred percent. 

The Cuatrman. Are some of the directors of Standard of New 
Jersey also directors of the Panamanian company ! 

Mr. Gamste. No, sir; none of them. 

The Cuarrman. They are different individuals? 

Mr. Gampte. Entirely different; yes. 

The Cuatrman. Are they employees of the Standard Oil Co. of 
New Jersey, these directors ? 


Mr. Gamete. No. Two are employees of Esso Shipping Co. and 
two are not. 
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The Cuarrman. I suppose the Panamanian one is not ? 

Mr. Gamez. The Panamanian one is not and one of the others is 
not. He is a citizen—he is a United States citizen, but he works in 
Panama, an employee of one of the other affiliated companies of 
Standard Oil. 

The Cuamrman. Now the next question. 

Mr. Gamsie. Question 6. If any agreements have been entered 
into with Maritime Administration for transfer or sale of vessels to 
foreign registry, please advise committee whether projected new con- 
struction could or would have been agreed upon without inducement 
of such foreign sale or transfer. 

Now, my answer to that is: Esso Shipping Co. endeavors to main- 
tain a United States-flag fleet of sufficient capacity to cover about 110 
percent of its average annual requirements in the United States coast- 
wise trade. The extra 10 percent is for flexibility and to meet peak 
requirements. New construction in United States shipyards is car- 
ried out as necessary to maintain the United States fleet at this 
level. 

Permission to sell or transfer a vessel to foreign registry is a means 
of keeping the United States fleet modern by making room for the con- 
struction of modern United States-flag tonnage before older vessels 
reach normal retirement age. As long as the requirements of our for- 
#ign business are such as to indicate the need for additional ships, there 
is an inducement to follow the course of building for United States 
flag and selling and transferring existing older tonnage to foreign 


flag. 

ff such permission were not granted, we might have to continue 
existing tonnage under United States flag until obsolescence and then 
build replacements, in the meantime building new ships abroad for 
foreign-flag service. In general, while new construction might be 
undertaken without permission to transfer, such permission does ad- 
vance the date at which construction can be considered. 

The Cuatrman. Now right there, Mr. Gamble—excuse me. When 
you get the certificate to transfer, when do you actually make the 
transfer? When the new ship is delivered, or prior to that? 

Mr. Gamste. In most cases it is prior to that. 

The Cuatrman. Would it be any great period of time prior? 

Mr. Gamstz. Well, it could be. 

Authority is granted when a contract is entered into. We have this 
authority on the other ships recently ordered. We haven’t made any 
move to transfer them. We will probably transfer them inside of a 
couple of years. 

e CuarrMan. Yes. But there have been cases when after the 
order of transfer ; that is, the certificate of the transfer is given to you, 
you might immediately transfer that ship to the Panamanian flag, or 
some other form ? 

Mr. G \mete. We might pretty soon afterward. 

The Cuamman. Youmight? 

Mr. Gampue. And that is permitted. 

The Cuairman. In all cases, you at least do it prior to the delivery 
of the new ship? 

Mr.Gamate. Yes,sir. I think you must do it prior to that. 

The Cuamman. Yes. I was just asking you how you did do it. 

Mr. Gamsie. Yes, sir. 
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‘The new vessels now under construction or on order, would, there- 
fore, eventually have been required but orders probably would nov 
have been placed until sometime in the future. DE: 

Every sale or transfer to foreign registry by Esso Shipping Co. 
has been made under the existing statutes applicable to such trans- 
actions and has been strictly in accordance with the then current poli- 
cies of the Maritime Administration. 

In these matters, we have always wished to assure ourselves that we 
were conforming in every way with the policies of the Maritime Ad- 
ministration, and have therefore in all instances consulted personally 
with the Maritime Administrator before taking formal action. 

Discussions were also held with the Maritime Administration con- 
cerning the design of new tankers where defense features were in- 
volved, and in each instance these features were fully approved by the 
Defense authorities. 

The Cuatrman. Has the Maritime Administration ever turned you 
down? 

Mr. GAmsir. Well, in a sense; yes, sir. In this last number of 
ships 

The Cuarrman. Well, isn’t 

Mr. Gamsie. Our request was to transfer equivalent capacity which 
had been permitted under earlier transfers. But in this case they 
limited us, the authority, to 2 for 1. 

The CHarrMan. Yes. 

Mr. Gameate. Although I guess about 3 for 1 was the equivalent 
capacity. 

he CHarrMAN. Well, is it the general practice that you have some 
informal discussions on this matter, or these matters, ahead of time? 

Mr. Gamstie. That is right. 

The CHarrman. And where you find there is a great deal of resist- 
ance, you probably don’t make the application ? 

Mr. Gamepre. That is right. We conform to the wishes of the Mari- 
time Administration. 

The CuarrmMan. Yes. 

Mr. Gampsie. In every case. 

The Cuairman. Where you find they might be susceptible to the 
idea, then you go ahead with the application ? 

Mr. Gampie. That is right, sir. 

The Cuairman. You sort of “case” the place first, don’t you? 

Mr. GAmsuie. Yes, sir; that iscorrect. [Laughter.] 

That is one way of saying it. The next question is question 7: Is 
it your considered opinion that vessels thus transferred to foreign 
registry as restricted in agreements with the Maritime Administra- 
tion and manned by foreign crews can reasonably be considered as 
under effective United States control ? 

That is question 7. 

It is believed all vessels owned by Panama Transport C ». can be 
considered as ayailable for use by the United States in time of emer- 
gency. This applies not only to ships transferred from United States 
to Panamanian flag but also to those initially registered under Panama 
and hot restricted m any way. 

At the inception of World War IT, the entire fleet of Panama Trans- 
port Co. was promptly offered to the War Shipping Administration, 
on the same terms as applied to United States-flag tankers which War 
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Shipping Administration had requisitioned. A similar course would 
certainly be followed again in the event of a serious emergency involv- 
ing the requisition of all United States-flag tonnage. 

he main reason for preferring, where practicable, to maintain 
ships under the flag of Panama in preference to flags of other foreign 
nations, is because of the close, cordial relationship between Panama 
and the United States and the flexibility permitted in the choice of 
crews. With this relaitonship and the careful screening exercised 
in employing and assigning crews, we are confident that these ships 
would be available to the United States in time of need. 

Only with foreign-flag registry and foreign crews can tankers be 
competitive in trades not restricted by law to United States flag. 
Under these circumstances the choice is not between our flag and a 
foreign flag but only between various foreign flags, Panama, where 
the ships will be available to the United States in time of emergency, 
on American terms, seems to us to be the best choice when other 
circumstances do not dictate a different flag. 

The Cuarrman. Well, Mr. Gamble, you heard some of the questions 
we eee to Socony. Itis true that what you say 

Mr. Gampste. Yes. 

The Cuarrman. I have no doubt that Esso Shipping would say in 
case of an emergency that all these vessels are at the disposal of the 
United States. 

Mr. Gameste. Yes. 

The Cuarrman. But as a legal and technical matter, they are still 
under the control of Panama. Now, Panama would probably join 
and say that would be all right, too. But you will agree that if Pan- 
ama said no, there would be nothing you could do about it, would 
there, as they are under Panamanian flag? 

Mr. Gamez. That would be correct, sir. On the other hand, I 
would like to point out some testimony that was given before a Senate 
ceaetine by the Department of Defense in which Admiral Cal- 
aghan 

The Cuatrman. Let me put the question this way: If these ships 
were under American flag, there would be no question about it at all? 

Mr. Gamer. None whatsoever. 

The Cuarrman. No. But this does pose the question and the same 
question we asked Socony, that if one of these ships got in trouble in 
the world you couldn’t call upon the United States to protect it at 
all. You would have to call on Panama, wouldn’t you? 

Mr. Gamete. Well, that is correct, sir. I would like to say that 
I think the chance of that happening is quite remote. 

The Cuarmman. Well 

Mr. Gamete. It hasn’t happened. 

The Cuarrman. No. 

Mr. Gamestz. In my experience. 

The Cuamaan. Well, it could happen any day. 

Mr. Gampste. Perhaps it could. 

The Cuamman. It could happen any day. It could have happened 
here a few months ago over in the Suez situation. Panama would 
have to protect that ship. That is the only country you could call on. 

I agree with you. I am sure that under no circumstances would 
Panama not join in this sort of thing with us. 

Mr. Gameate. Yes. 
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The Carman. But the technical legal situation is that they are 
under the control of Panama. And the other practical situation you 
must agree—— 

Mr. Gamate. Yes. 

The CuarrmMan. There are foreign crews involved in this case. 

Mr. Gamete. Yes, sir. 

The Cuarrman. You have British and Italian, Those crews— 
Panama can’t control those crews. Panama can’t control it at all. 
They would probably do what they want to do, wouldn’t they ? 

i GamMBLeE. Yes, sir. I maa. like, if I may, to say something 


about our actual experience on this same subject you are discussing. 
The Cuarrman. All right. 
Mr. Gamsir. And what resulted in the formation of the Panama 
fleet, a large part of it. 
The Cuarrman. If you could—— 
Mr. Gamste. In the beginning. 
Gamble, if you could just withhold that a 


The Cuarrman. Mr. 
minute. 

Mr. Gamete. Yes, sir. 

The Cuatrman. This is off the record. 

(Discussion off the record.) 

Mr. Luckey. Mr. Gamble, with regard to your construction pro- 
gram, under the trade out and build program, does your company 

uilding in an American yard utilize or make inquiry whether or not 
Maritime or Navy desires national defense features on the ships? 

Mr. GAMBLE. Yes, sir, we do. 

Mr. Luckey. Have you purchased any ships or have you built any 
ships utilizing national defense features ? 

Mr. Gampte. Yes, sir, we have twice. We did in the late thirties, 
the first national defense feature tankers, which became invaluable in 
World War II. They were duplicated many times over and made into 
baby flat tops, and also were the most modern and fastest tank ships 
the Navy had. That was in 1938, if I recall corectly. If not that one 
year very close to that. 

Mr. Luckry. Yes. 

Mr. Gamez. Now, we still have under construction three national 
defense tankers, of 37,800 tons, and a similar one that was recently 
delivered, the latter one on its trial trip made 1934 knots. It could 
have made 20 with all nozzles being used. That was the last instance. 

Mr. Lucxry. Those were the three that are listed on page 4 of your 
statement ? 

Mr. Gamete. Yes, sir ; 37,800-ton ships. 

Mr. Luckey. And what was the national defense feature? Speed? 

Mr. Gamste. The speed only. 

Mr. Luckey. And what was the top speed ? 

Mr. Gamesie. Well, the top speed made on the trial trip of the first 
one delivered, and the only one yet delivered, was 1934 knots, and all 
i weren’t in use and we think we could have passed the 20-knot 
mark, 

Mr. Luckey. Now, on these other ships that you have contracted for, 
but construction not yet started, will they have the same amount of 
speed? Will they be as fast ? 

Mr. Gamete. That is the 46,000-tonners, I suppose you mean ? 

Mr. Luckey. Yes, sir. 
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Mr. Gamete. No, sir, they will not. We always prefer to build 
our own ships, I mean our own design, which is a somewhat slower 
ship. We think on the whole it pays us to do that. But on the other 
hand, when the administration particularly requests us to adopt na- 
tional defense features, we are glad to consider it. 

In this latter case of the 46’s, we were not requested to do so and 
as I say it is in our interest usually by a slight margin not to do so. 

Mr. Luckey. Are any of the vessels listed on page 5 from Panama 
Transport the same speed ¢ 

Mr. Gamete. Well, they are the same speed as the 46,000 tonners 
being built for United States flag, but not the same as the national 
defense tankers of 37,800 tons. 

Mr. Luckey. And that speed is 17 knots. 

Mr. Gamste. It is about 1714 knots they make on trial. 

Mr. Luckey. I see. 

Mr. Gamat. On trial; yes. 

I don’t know if you would wish me to—I was just about to read a 
couple of paragraphs of some testimony about availability of Panama 
ships. 

Mr. Luckey. All right, sir. 

Mr. GamBste. To the United States. 

Mr. Luckey. Go ahead. 

Mr. Gamstr. By the Defense Department. 

Senator Pastore. Go ahead and read it, sir. 

Mr. Gamete. All right. 

Testifying before a Senate committee on February 28, 1950, Adm. 
W. M. Callaghan said: 


The Department of the Navy has been designated to represent the Department 
of Defense. There is an understanding with at least one of the Latin American 
governments which provides for the return to United States registry in the event 
of an emergency of American-owned vessels documented in that country. The 
Navy Department therefore considers that American-owned ships under the flags 
of such a country are potentially available on request of the United States Gov- 
ernment in time of war. 


In response to a senatorial question, the admiral said: 
That country is Panama. 


Senator Pastore. So it is your understanding that there is an agree- 
ment between the two Governments? 

Mr. Game. Yes, sir. I have this as evidence of that. I have no 
knowledge beyond that. 

Senator Pastore. In such a case, the United States would be able 
to take those ships over. 

Mr. Gamage. Upon request they would be returned to United States 
registry, I believe this statement says; yes. 

fr. Luckey. Mr. Gamble, on February 20, 1956, Secretary Dulles 
stated at a press conference the following: 

I do uot think the United States in the absence at least of a treaty or a con- 
gressional action has authority to use force to defend the rights of ships of 
another registry. 

Mr. Game. Yes, sir. 

Mr. Luckey. How do you think that affects the admiral’s state- 
ment ¢ 

Mr. Gamsie. Well, it might not affect it, because the admiral’s 
statement speaks of bringing them back to Americar registry. It 
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doesn’t speak of the United States defending them while they are 
under foreign registry. 

Mr. Luckey. Well, in bringing them back, you would have to escort 
them or help them in some way. 

Mr. Gamste. No. In bringing them back, you would simply change 
the registry from Panama to United States, with the Panama Gov- 
ernment’s permission, wherever they were. 

Senator ian I, myself, don’t see the analogy. I think we are 
talking about two different things here. Here we are talking about an 
agreement between governments and in the case of an emergency 
Panama would consider these American ships and would allow the 
American Government to take them over. You are talking about an 
act of defense, which as against a third nation might be considered 
an act of aggression. I think that is entirely different. I think you 
would need a treaty in that case. You are talking about defending 
there, aren’t you? 

Mr. Luckey. No, sir, 1 am talking more or less—— 

Senator Pastore. Ask the question again. Maybe I didn’t get it. 

Mr. Lucsery. I had the situation in mind whereby if some Pana- 
manian vessels were tied up or seized by some foreign country, 
where we were not at war, I don’t think that the Panamanian vessels 
would be able to switch back to American registry while under their 
contro]. And I don’t think that the United States-—— 

Senator Pastore. As against the third nation, I think you would be 
right. 

Mr. Gams_e. If the third nation had them, I think you would be 
correct. 

Senator Pastore. I think you are right there. And I think that is 
the difference between the Dulles statement and this one. That is 
the reason why I say will you read the quote again ? 

Mr. Luckey. Yes, sir. 

Senator Pastore. Read the quote again. 

Mr. Luckey (reading) : 

I do not think the United States in the absence at least of a treaty or con- 
gressional action has authority to use force to defend the right of ships of 
unother registry. 

Senator Pastore. “Use force to defend.” That is against a third 
nation. I think that is right. 

Mr. Luckey. Well, there would be no—— 

Senator Pastore. But this is an agreement we are talking about, 
by this representative of the Navy Department, to the effect that there 
is an understanding between Panama and the United States that in 
case of an emergency the United States would have the choice to claim 
these as American. ships. 

Mr. Luckey. That is right. 

Senator Pastore. I see a fine distinction. Maybe you don’t. I don't 
think we are arguing at cross-purposes. 

It is your understanding that, even though the United States has 
om narenment with Panama, the United States couldn’t take over these 
ships? 

Mr. Luckey. No, sir; I believe they could. 

Senator Pasrore. That is all this admiral said. 

Mr. Luckey. If no one else intervened. 
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Senator Pastore. Oh. 

Mr. Gamete. I wondered if I might continue, in Senator Mag- 
nuson’s absence, or if I should await his return, about what I was 
going to say about the origin of the Panama fleet. 

Senator Pasrorr. No, I think you ought to wait for his return 
because I think he is interested in that. I think he did suggest you 
wait. 

Mr. Gamez. Yes, sir. 

Mr. Lucxny. Could I ask you a few questions about the Panama 
Transport Co. in his absence ? 

Mr. Gampste, Yes, sir. 

Mr. Lucxry. On page 10, you state that the capital voting stock 
is filed in the public register. What do you mean = that, sir? 

Mr. Gamepte. The public register in Panama. 

4} Luckey. Yes. The stock is filed with the Government of Pan- 
ama 

Mr. Nasu. The stock is filed in the office of the Standard Oil Co. in 
New York City. The certificates are in New York. 

Mr. Gameue. Well 

Mr. Luckey. And registered in Panama? 

Mr. Nasu. The stock certificates are registered in Panama. 

Mr. Luckey. Then you state further down in the statement that 
annually, also in the public register, any changes in the officers 
or directors of the company must be filed, is that correct? 

Mr. Gamste. Yes, sir. 

Mr. Luckey. And what about stockholders? 

Mr. Gamesie (reading) : 


Change of officers or directors must be filed annually in the public register. 


Mr. Luckey. Yes. 

Mr. Gamete. Public register in Panama. 

Mr. Nasu. Not the shareholders. 

Mr. Luckey. I didn’t hear you. 

Mr. Nasu. Not shareholders. 

Mr. Luckey. So the stock can be freely transferred at will without 
reregistering the ownership in Panama? 

Mr. Gamsrxz. Only with the permission of the stockholder, which 
is Standard Oil Co. (New Jersey). 

Mr. Luckey. Companies other than Standard Oil Co. (New 
Jersey) ? 

Mr. Gamete. Yes. 

Mr. Luckry. They could trade stock back and forth, without re- 
registering in Panama, so it would be very difficult to find out who 
owned the stock or who owned the company ? 

Mr. Gamerz. Well. I am not familiar with that. 

Mr. Nasu. That is thelaw. That is true. 

Mr. Gamete. Thank you. 

The CuatrMan. You were about to say something to me when 
I left. 

Mr. Game.e. Yes, sir. I read in your absence, with the permission 
of the other Senators present, a statement of the Department of De- 
fense, on February 28, 1950. It is only two paragraphs and I can 
read it again, if you would like. 
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Testifying before a Senate committee on February 28, 1950, Adm. 
W. M. Callaghan said: 


The Department of the Navy has been designated to represent the Depart- 
ment of Defense. There is an understanding with at least one of the Latin 
American governments which provides for the return to United: States reg- 
istry in the event of an emergency of American-owned vessels documented in 
that country. The Navy Department, therefore, considers that American- 
owned ships under the flags of such a country are potentially available on 
request of the United States Government in time of war. 


In response to a senatorial question the Admiral said: 
That country is Panama. 


There was one other thing that I was about to say when you left, 
and that was about the history of the Panama flag, about just how 
the flexibility in crews worked to the advantage of the United 
States and the Allies. 

I don’t have it written out, but I would like to say that in 1935 
when we saw Hitler’s power growing in Germany, we had some 
ships under the flag of the Free City of Danzig manned with Ger- 
man crews which had formerly been esiiin ships. 

We looked for a home for those ships, wanting to get them out 
of the possible grasp of Hitler. We surveyed various countries and 
dutied: on the transfer of these ships to Panama. There were 25 


ships involved. 

We permitted for a time the Germans to remain on board as 
crews, until it appeared that things were getting hotter in Europe 
and that there could be war. Then we removed the Germans which 
we could do under Panama law, and put United States citizens on 


as officers and crew, and then operated in that way, until the Neutral- 
ity Act. which forbade these ships to trade to the allies in Europe be- 
cause Americans were on board. 

So then, again due to the favorable Panama law regarding flexi- 
bility of crews, we removed the Americans and put on a British 
crew, and then we traded to help the battle of Britain. I think it 
could be said that without these Panamanian ships, the battle of 
Britain would have been lost. There were quite a few of them. 

Also, during the war, at the request of the Government, we trans- 
ferred about 15 more ships to the Panama flag, so that they could 
trade to help the Allies in World War II. And they, too, were 
used in this battle of Britain. 

The Cuamman. Well, I agree with you that there is always a good 
reason why everybody chooses the Panama flag. 

Mr. Gamete. I think the flexibility of crews 

The Cuarrman. Yes. 

Mr. Gamate. Is a great asset to us and to the United States. 

The CHarrman. What we are trying to develop here is, we hope 
we can use the American flag more and we don’t have any more of 
these problems. 

Mr. Gampte. Yes. 

The CHarrman. You don’t even have to discuss them. Or at least 
maybe something can be done—as I have said, and you have heard me 
say on Many occasions. 

Mr. Gampte. Yes. 
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The CHarmman. What we can do, industry and Government, and 
you big operators such as your own organization, to make the climate 
such that American citizens in our American economy will be glad to 
fly the American flag. 

Mr. Gampte. Yes. 

The Cuamman. That is the problem here. I can understand the 
economies of the situation. I think we.all do. 

Mr. Gametez. Yes. 

The Cuarrman. But there ought to be some way that we can keep 
our American fleet. 

Mr. Gamete. Yes. 

The Cuarrman. Have people who want to go in the shipping bus- 
iness or build ships—they want to fly the American flag. 

Mr. Gamez. Yes. 

The CuHarrman. That should offer them the most protection and 
the best deal. 

Mr. Gameste. That is correct. 

The Cuarrman. That is what we are trying to do. We are trying 
to find out what we can do. 

Panama—I suppose Panama’s intentions are very good. 

Mr. Gamez. Yes. 

The CuHarmman. Then we have the problem as you all know—you 
know very well we like to employ American crews where we can. 

Mr. Gametz. That is right. 

The Cuatrman. When Americans are doing business. Because 
whatever business Standard Oil of New Jersey is doing comes from 
the American citizens. 

They are the ones that buy your products and give you the profits 
on these sort of things. We would like to keep them Salant 

Mr. Gampste. Yes, sir. 

The Cuarrman. You and I know the situation. It is how we can 
do it. Every once in a while we have to review it. The least we can 
do is to put this all on the table and maybe it might slow up some 
of these transfers or maybe even Standard Esso Shipping will Nien 
their pencil and say, “We will build some of these ships anyway 
without a transfer out.” 

Mr. Gamez. One thing I might mention. I think perhaps I men- 
tioned this before. Of 16 ships that we built. since the war in United 
States yards for American flag, i. e., we built or had under construc- 
tion at the first of this year, eight of those we did not request foreign- 
flag transfers on. In other words, just half of them. 

The Cuairman. We know—I. know on this committee and you 
know—that at least in your particular case and the case of Socony 
and these others, when you do transfer out and say you are going to 
build a ship, you build a ship. 

(Mr. Gamble nods. ) 

The Cuairman. But that isn’t the case of some of these certificates 
of transfers. As a matter of fact, we have some evidence of just a 

dling of a certificate of transfer, like a bill of lading. They put 
it on the market. Well, that is getting a little too much in this thing. 

Then we have the extreme—of course, the bill I introduced I know 
is an extreme bill to stop it altogether. I think we will get along. 
You people say it has slowed up considerable. Because of the impor- 
tance of our American merchant marine is necessary to keep it 
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adequate and strong. I think we all realize that. We learned that 
lesson in World War iI. Tankers pose the most difficult problem 
because of the value of the tanker and the tightness of tanker tonnage. 

Mr. Gamste. Yes. 

The Cuarman. And the uncertainty of the Suez thing, I don’t 
know how long that is going to go on and nobody else does. There 
must be some = Treason W you fellows want to fly the Pana- 
manian flag. ee that should be obvious to us. But you say in 
answer to question 7—you mention the careful screening of crews. 

Mr. Gamete. Yes, sir; we do that. 

The Cuarrman. Who does that ? 

Mr. Gameste. Our own affiliated company in the country of the 
nationality of the crew. For example, in England, in Italy, in Can- 
ada. 

The Cuarrman. Your own companies do it there ? 

Mr. Gamsiz. Our own companies do it, and then also—— 

The Cuarrman. That is your representatives there? 

Mr. Gamste. Yes. Also they get visas which subjects the crew to 
the scrutiny of the Immigration authorities. So they are checked, 
these employees are, again by the United States authorities. 

The Cuarrman. Would you venture to say that that screening of 
them would be as carefully done as an American crew? 

Mr. Gamste. I don’t suppose so. 

The Cuamman. No; of course it wouldn’t. 

Mr. Mountrey. More. I would guess more careful. 

Mr. Gamste. Our colleagues here think it is more careful. 

The Cuarrman. Well 

Mr. Gamste. I really do not know whether it is more or less careful. 

The CHareman. It might be maybe in your representatives in 
Britain. But I don’t know about:a hiring hall, again, in Spain or in 
Bombay. I wouldn’t think there would be too much screening going 
on there. 

Mr. Gamsie. There aren’t any hiring halls for our crews. 

The CuarrmMan. Well, whoever represents you. In some cases—an 
employment agency is used. In your case you have your own repre- 
sentatives. 

Mr. Gamez. Our own companies. 

The CHarrman. Your own affiliates do it? 

Mr. GamBie. On the whole that is true. 

The CHarrman. That is a little different than asking an agent in 
Bombay for an Indian crew ? 

Mr. GAMBLE. Yes, sir. 

The Cuarrman. You might get anything that way. 

Mr. Gamesie. Perhaps. 

The CHarrman. Now there was one other thing I wanted to ask 
here. We are going to have to close. You say that in cases—you say 
“in some cases affiliates are required to use tankers under the flag of 
the country in which they operate.” 

Mr. GAMBLE. Yes, sir. 

The CuarrMan. What cases would that be ? 

Mr. Gamste. Well, in many countries of the world—— 

The Cuarrman. Britain ? 

Mr. Gamez. Including the United States, the coastwise movements 
have to be in the flag of the country. 
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The Cuarmman. Oh. 

Mr. Gametz. That is one thing. Also there is a case in France, for 
example, where the law requires two-thirds of the oil brought into 
France to be in French-flag ships. 

The Cuarrman. That is—— 

Mr. Gamerz. That is an isolated case. 

The Cuatrman. That is something I haven’t thought of. Maybe 
that would have to be recommended here. i ceudtent 

What is the British law on that subject ¢ 

Mr. Gamstz. There is no law anywhere else. 

The Carman. But France? 

Mr. Gamerz. That I know of. 

The Caamman. Maybe we ought to put you under the 50-50 pro- 
vision. [ Laughter. ] 

How would that operate so far as Esso Shipping is concerned ¢ 

Mr. Gampsie. Well—— 

The Cuarrman. Not two-thirds, just 50-50. 

Mr. Gamez. We don’t favor these restrictive measures by different 
countries. 

The Cuairman. You would be opposed ? 

Mr. Gamete. It would be a terrible: impediment for world trade 
generally, because one would follow another, and it would be quite 
a hindrance to world trade, I think. 

The CHairman. Well, we have done pretty well with the 50-50 
provision. Of course, that relates to Government purchases. 

Mr. GAamesie. Yes, Government. 

The Cuarrman. You handle some of those, don’t you? You trans- 
port some of them ? 

Mr. Gamste. We have handled some of them. 

The Cmamman. Yes. Then you also say “In other cases the na- 
tional interest of the company concerned has an influence on the 
registry of the ships they use.” What cases or what examples did 
you have there? 

Mr. Gamez. Well, I was thinking of companies in Europe—and 
perhaps I shouldn’t have had that in here. It doesn’t relate to these 
companies I am representing, but Jersey has a policy of decentraliza- 
tion, and the various affiliated companies in foreign areas are given 
very broad latitude to work with the local governments and to shape 
their own business generally in line with conditions. 

The Cuarrman. And in some cases—— 

Mr. Gampte. And they initiate the requests to build ships. 

The CuarrMan. Determine their registry. 

Mr. Gamete. And those companies are manned entirely by na- 
tionals, usually, from the president on down, in most cases or many 
cases, and they work with the local governments. They have quite a 
national interest in those companies. That is the thing I had 
reference to. 

The Cuarrman. Well, why shouldn’t that work in reverse as far 
as the United States is concerned ? 

Mr. Gamete. It does, except—— 

The Cuarrman. Only as to coastwise. 

Mr. Gamsxe. Those companies in those countries have great free- 
dom of action in running the businesses. You see, Standard Oil has 
a policy of decentralization which allows affiliates broad latitude. 
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The Cuarrman. The point I am getting to there. 

Mr. Gampie. Yes. 

The Cuarrman. Say your British affiliate would build a ship under 
this broad autonomy they have. 

Mr. Gamste. Yes. 

The Cuatrman. They would put it under British registry? 

Mr. GaMBLE. Yes. 

The Cuarrman. Or any other affiliate in certain countries. 

Mr. Gampie. Yes. 

The Cuairman. Put it under that registry. 

Mr. GAmate. That is right. 

The Cuarrman. Your Standard of New Jersey puts only part of 
their ships under the American registry ? 

Mr. GAMBLE. Well, no. Standard Oil (New Jersey) is a holding 
company and owns no ships. 

The Cuarrman. Esso Shipping Co. ? 

Mr. Gamsie. Esso Shipping Co. operates just in the United States, 
and American-flag ships. 

The Cuatrman. Yes. 

Mr. Gamste. And our primary business is transporting our oil 
coastwise. 

The Cuarrman. I under stand that. 

Mr. Gamsie. And it is rare when they go— 

The Cuarrman. But all the British business would be under British- 
flag ships and in other countries it would be similar flags, but in the 
United States we have a policy of dividing them up. 

Mr. Gamste. I would like to make clear what our position is on 
that. In Latin America—you see, they are not maritime nations like 
the countries in Europe are, Senator. There are restrictive laws and 
other difficulties. 

The CuarrMAn. Well, Panama is a maritime nation. 

Mr. Gameie. Our Panama fleet works in this hemisphere. It 
doesn’t work in Europe. And it works primarily to serve the Latin 
American affiliates. 

The Cuatrman. So your 

Mr. Gamste. And they can’t have their own ships satisfactorily ——— 

The Cuarrman. Your Panamanian fleet, mainly—I want this for 
the record. 

Mr. Gamste. Yes, sir. 

The Cuarrman. Mainly operates in the South American trade? 

Mr. Gamste. In this hemisphere, I will say. 

The Cuarrman. In this hemisphere. 

Mr. Gamste. I will put it broadly. We also go to Canada. 

The CyHarrman. Where is the Socony man who testified—their 
Panamanian fleet operates all over the world ? 

Mr. Gamez. Yes. That is the difference. Our fleets will, once in 
a while, make a special trip abroad, but it is the exception and not the 
rule. 

The CuHarrMan. But your worldwide operations come under affili- 
ates in other sections of the world ? 

Mr. Gampte. Yes; other affiliates. So we are organized in a dif- 
ferent way from what many of the oil companies are. 
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The Cuarrman. Well, now—maybe you don’t know. Maybe you 
can’t answer it. It was running through my mind. Does Shell op- 
erate the same? 

Mr. Gamste. Not the same as we do on the whole. 

The Cuatrman. What about their tanker fleet ? 

Mr. Gamerz. Well, in the United States they don’t own any tanker 
fleet. They charter all their ships. 

The Cuarrman. They charter theirs? 

Mr. Gamesie. Yes. 

The Cuarrman. They fly the American fla 

Mr. Gamste. These ships mostly fly the a flag for coast- 
wise business. That company—they have a subsidiary company in 
the United States. 

The Cuatrman. I see. 

‘ Mr. Gamez. Which I understand—though this isn’t my responsi- 
ilit 

The Cuarrman. I know that. 

Mr. Gamerz. I understand that under the law they can’t own 
United States-flag vessels, themselves. So, for coastwise business, 
they charter United States-flag vessels. 

The Cuarrman. Does their worldwide tanker fleet fly the Dutch 


fla 

fr Gamsie. British and Dutch, I believe. 

The Cuarrman. British and Dutch? 

Mr. Gameate. The various flags. 

The Cuarrman. All right. 

Mr. Gamete. But I would like to get off this subject because I am 
in a field _ I shouldn’t be talking about; namely, what some other 


a 
HAIRMAN. I only asked you to answer if you knew. 

Mr. GAMBLE. Yes, sir. 

The CHamman. I appreciate you don’t know how they run. I 
was wondering as a matter of general knowledge. 

Mr. Gamste. Yes, sir. 

The Cuarrman. Whether they did. You also state, “The currency 
restrictions often necessitate the use of tankers registered under cer- 
tain flags.” How does that situation arise? 

Mr. Gamerz. Well, that works this way. In a European com- 
pany they don’t have dollars usually and to build American-flag 
ships over here they would need dollars. So they build in areas where 
they can use sterling or whatever their currency is. 

The Carman. And in the sterling bloc, you say sometimes you 
are required to fly a flag that fits into—what do you call that, the 
soft 

Mr. Gamste. The soft currency areas. 

The Cuamman. Yes. 

Now I notice that Esso is building a tanker in Germany—West Ger- 
many for 10 tankers. Your German company ? 

Mr. Gampte. I don’t know what the word “Esso” means there. 

The CuatrmaAn. Would that be the case? 

Mr. Gamate. Yes, but Panama Transport is building one there. 

The Cxatrman. Well, the London Financial Times says that the 
Esso Tankschief Reederei. 

Mr. Gamsix. Reederei; yes, sir. 
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The Cuatrman. Owned by the West German subsidiary of Stand- 
ard-New Jersey, has placed orders in West German shipyards for 10 
supertankers, totaling 430,000 deadweight tons. The vessels are due 
for completion by 1961. 

Mr. Gamsue. Yes, sir. 

The CHarman. Would that be a case in point? 

Mr. Gamsie. Well, that is out of my field, as I said. It is not Pan- 
ama Transport and it is not Esso Shipping. It is a German affiliate 
of Standard Oil Co. (New Jersey.) 

The Cuarrman. Standard Oil. Well, what Iam saying: Would that 
be a case in point where an affiliate is building it, the German affiliate 
is building the ships in the German yards? 

Mr. Gamete. That. is right. 

The CuarrmAn. And they will probably fly the German flag? 

Mr. Gamste. That is right, sir. 

The Cuarrman, And that would be one of the cases you mentioned 
here generally ? 

Mr. Gampstg. That is right, that is one, sir. 

The Cuarrman. Yes. The same is true of Sweden here, I see, or 
Scandinavia. Well, I have no further questions. I think we are 
going to have to close up today. Do you have any questions you 
wanted to ask Standard Oil? 

Mr. Lucxry. I 

The Cuarrman. I mean Esso Shipping. 

Mr. Luckey. I had quite a few, but if you want to close—— 

The Cuarrman. Well, I was hoping we would get through the oil 
people today. 

his is off the record. 

(Further statement off the record.) 

The Cuamman. Thank you. I was hoping we would get it all 
done today. 

Mr. Luckey says he has a few questions he wanted to ask you. 

Mr. Gamste. Yes, sir. 

Mr. Luckey. He can stay here and do it, if you wish, so as to make 
the record. 

Mr. Gamste. I would like to stay and finish it, if I could. 

The CHatrman. Or you could come tomorrow—this is off the 
record. 

(Discussion off the record.) 

The Cuarmman. I will leave the staff here, because I have to get on 
the floor. 

Mr. Gamsie. Yes, sir. 

The CuarrmMan. And what about Mr. Kihn. 

Mr. Krun. I will be here tomorrow. 

The Cuarrman. Thank you very much. We will try to get through 
with the oil companies’ shipping sections tomorrow, and then go into 
some of the rest of them later on in the day. 

So, if you don’t mind—these will go on the record just the same as if 
I were here. 

Mr. Gamste. Yes, sir. 

The Coarrman. Thank you. 

I might say—this is off the record. 

(Further statement off the record. ) 
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Mr. Luckey. Mr. Gamble, I will try to make these as brief as 
possible. 

Mr. Gameie. Thank you very much. ; 

Mr. Luckey. And get out of here as quick as we can. And if you 
don’t have this information offhand you could submit it later for the 
record. 

On page 3, Panama Transport Co., how many of the vessels listed 
on page 3 were transferred en the United States flag without an 
obligation to build ? 

r.Gameie, That were transferred to the Panama flag ? 

Mr. Luckey. Yes, sir. 

Mr. Gameste. From United States flag ? 

Mr. Luckey. Yes, sir. 

Mr. Mountrey. Without an obligation to build? 

Mr. Luckey. Without an obligation to build. You can get that 
information. 

Mr. Gamste. None of them. 

Mr. Mountrey. Yes, sir. 

Mr. Gampte. There were? 

Mr. Mountrey. Yes. 

Mr. Gamete. There was one ship that was a complete wreck. It 
was just a hulk. It couldn’t run. It was a hulk, technically. 

Mr. Luckey. Yes, sir. 

Mr. Gameie. Admiral Cochrane was head of the Administration 
then, and we discussed it with him—the Maritime Administration. 

Mr. Luckey. Yes, sir. 

Mr. Gamexe. He granted authority on the basis of it being a hulk, 
and notaship. It had practically no interior at all. 

Mr. Mounrrey. That is true. 

Mr. Gamstxr. And we transferred it as a hulk and not as a ship. 
Then we rebuilt it as a ship, under the Panama flag. 

Mr. Mountrey. There are others that were initially purchased of 
those ships, I believe. 

Mr. Gamete. Oh, there were also some ships—I don’t know that we 
can earmark them here now or not. But there were some ships that 
were purchased under the Ship Sales Act by one of our foreign affili- 
ates, the Panama Transport. There was no obligation to build. The 
law permitted the purchase by foreign companies of these war-built 
ships, and our foreign companies purchased a number of them. 

Mr. Luckey. Well 

Mr. Gamepte. And several of those are in that category. 

Mr. Luckey. Are there any ships—— 

Mr. Nasu. Can you wait just a minute, Mr. Luckey ? 

Mr. Luckey. Surely. 

(Mr. Nash confers with Mr. Gamble.) 

Mr. Games. Yes. What he is saying is that this hulk that I spoke 





of. 





Mr. Luckey. Yes. 

Mr. Gameste. That we got authority to transfer. 

Mr. Luckey. Yes, sir. 

Mr. Gamete. It was done on the condition that we would rebuild 
it in the United States, which wedid. Thatisthe point. Our counsel 
made that point. 

Mr. Lucxry. That is the only one? 
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Mr. Gamsue. The only one in that category. Now of these that we 
purchased under the Ship Sales Act—— 

Mr. Luckey. Let me—— 

Mr. Gams.e. I know there was no obligation to build. You wanted 
to know which ships, didn’t you, or not ? 

Mr. Lucxry. Let me ask you the question this way: Were any of 
these ships built in the United States without a trade-out agreement? 

Mr. Gamsue. Yes, sir. 

* Mr. Luckey. Just built? 

Mr. Gamste. Eight of them—not eight of these, but eight count- 
ing the ones building on the first of the year. 

r. Luckey. Eight counting the ones building? 

Mr. Gamsie. Yes. 

Mr. Luckey. There was no trade-out provision in that construction ? 

Mr. Gameie. That is right. On eight of the ships we have built 
since the war, or were building on the first of this year. 

Mr. Luckey. Yes. 

Mr. Gamebie. Eight of those, 8 of 16, just half. 

Mr. Luckey. Yes. 

Mr. Gamsuie. We requested no transfer for. 

Mr. Luckey. So 50 percent of your construction program since the 
war has-been without any kind of Government assistance so far as 
trade-out is concerned ? 

Mr. Game. Yes, sir; up to the first of this year. 

Mr. Luckey. All right. Does Esso Shipping or Panama Trans- 
port carry oil for anyone except Standard Oil of New Jersey or any 
one of its affiliates and subsidiaries ? 

Mr. Gampte. As a general rule, we do not. There have been very 
rare exceptions, but our business is to serve our own affiliates, and 
that is done in nearly all cases. There would have to be some special 
circumstances which would cause us to charter a ship out, but it is a 
very rare thing, and on the whole you could say it is not done. 

Mr. Luckey. Well, now, you mentioned on page 6 of your state- 
ment, and I quote: 

In transporting oil they must compete with tankers of other foreign com- 
panies and countries. 

Mr. Gamsie. Yes, sir. 

Mr. Luckey. How do they compete if they don’t carry oil for any- 
one except you? 

Mr. Gamesie. Well, they compete—well, take our Latin American 
affiliates, for example. If they weren’t served by the foreign-flag 
ships, owned in the Jersey family 

Mr. Luckey. Panama Transport Co.? 

Mr. Gamsie. Yes, which in this case is Panama Transport Ships. 

Mr. Luckey. Yes, sir. 

Mr. Gamstr. They would not be competitive. I mean if they had to 
use United States ships instead of our foreign affiliate ships, they 
would not be competitive. 

Mr. Luckey. In other words, when you say affiliates of Jersey, you 
are referring to producing companies and not transportation com- 
panies ? 

Mr. Gampie. And marketing companies. 

Mr. Luckey. I see. When was Panama Transport chartered ? 

Mr. Gamstie. 1935. 
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Mr. Luckey. In 1935. Now, were there any dividends declared by 
Panama Transport between 1935 and 1949? 

Mr. Gamstx. There were not. 

Mr. Lucxry. Was there any particular reason for that ? 

Mr. Gameate. Well, I was not in the saddle then, and I am not too 
conversant with the reasons. 

Mr. Luckey. Yes. 

Mr. Gamere. Of course, it wasn’t a moneymaker then. As a matter 
of fact, in its beginning it was running at a loss. Asa matter of fact, 
it had a big deficit at the time it was incorporated. _ 

Mr. Lucxry. It made money during the war, did it not? 

Mr. Gamepte. Yes. And they also lost a tremendous number of 
ships, and had to replace them after the war. , 

Mr. Luckey. Were you not reimbursed by the Government for the 
loss of the ships ? 

Mr. Gamstz. Not sufficiently to build replacements, I believe, sir. 

Mr. Luckey. Then you bought Government ships? 

Mr. Gamste. We bought a great many. We also built a great many. 

Mr. Luckey. Yes. How big was the dividend declared in 1949? 

Mr. Gamerz. $20 million, sir. 

Mr. Luckey. And what was the tax rate paid on that by Standard 
Oil? 

Mr. Gamote. It was in the neighborhood of $10 million, but I think 
we can get it exactly here. 

Mr. Luckey. Fifty percent? 

Mr. DeWrrr. Can we come back to that? 

Mr. Luckey. Surely. 

Mr. Gamerz. May we come back to correct that ? 

Mr. Luckey. Could you just give us the tax rate on the dividends 
for 1949 and 1951 through 1956, for Standard Oil? 

Mr. DeWrrr. I can give you the net tax in dollars and cents. We 
paid a $20 million dividend in 1949. The net tax was $8 million. 

Mr. Lucxry. You don’t have the percentage ? 

Mr. DeWrrr. No, but we can figure that for you and put it in the 
record, if you want that. 

Mr. Luckey. All right. Can you do that? 

a DeWrrr. Do you want me to continue through this list, or just 

Mr. Lucxry. You can submit it for the record. 

Mr. Gamesiz. I think what you want really is the sum total of the 
dividends starting with 1949 and ending with 1956, and what percent- 
age of tax we paid on all that money. Isn’t that what you want? 

Mr. Luckey. No, sir. Your tax rate is primarily based upon the 
amount of money that the parent company makes Silene it receives 
the dividend, is it not? 

Mr. Gamate. No. 

Mr. Luckey. What is the tax rate based on? 

Mr. Gamete. The tax rate is the regular United States tax rate 
applyin on dividends from a foreign corporation, in the year in which 
the dividend is paid. 

Mr. Luckey. That is what I mean. Does that not vary? 

Mr. Gameate. But it has nothing to do with Standard Oil profits. I 
thought that is what you asked. 
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Mr. Luckey. Well, now, the dividends are income to Standard Oil? 

Mr. Gamerz. But—— 

Mr. Luckey. Dividends from Panama Transport to Standard Oil 
are dividends that are income to Standard Oil, are they not? 

Mr. Gamsie. That is correct. But isn’t the dividend like this from 
a foreign corporation—doesn’t that have a definite rate applying to it? 

Mr. DeWirr. No. That has the same normal tax rate. 

Mr. GAMBLE. Normal income. So then it is the overall Jersey con- 
solidated rate that applies. 

Mr. DeWrrr. That is correct. 

Mr. Lockey. You mean to say the tax rate on dividends for 1951, 
1952, 1953, 1954, 1955, and 1956 are all the same? 

Mr. DeWirr. No, I say whatever rate was in effect by the Gov- 
ernment. 

Mr. Luckey. Allright. That is what I wanted to know. 

Mr. DeWirv. In those years. 

Mr. Gamste. For the Standard Oil. 

Mr. Luckey. I want to know for each year. 

Mr. DeWirr. Yes. 

Mr. Luckey. If you could give it to me, or submit it later on. 

Mr. DeWrrt. All right. 

Mr. Luckey. You pointed out that Panama Transport—well, let 
me ask you this question before we get into that. You are president 
of Esso Shipping? 

Mr. GaMBLE. That is right, sir. 

Mr. Luckey. Are you a president or an officer or a director of 
Panama Transport? 

Mr. Gampue. Yes, sir; I am marine manager and a director of 
Panama Transport Co. 

Mr. Luckey. Isee. So you wear two hats, really ? 

Mr. Gampte. Yes, sir. 

Mr. Luckey. In the direction of both of these companies? 

Mr. Gamsie. Yes, sir. 

Mr. Luckey. And Panama Transport, I believe you said, operated 
throughout the Caribbean area.and South America? 

Mr. Gambie. Operates really throughout this hemisphere. 

Mr. Luckxry. Throughout this hemisphere? 

Mr, GamBtze. Except coastwise in the United States, which they 
cannot do. 

Mr. Luckey. Yes. Does Esso Shipping operate anywhere except 
coastwise in the United States? Do they operate foreign? 

Mr. Gamste. To the extent they have surplus tonnage at any time, 
that surplus is used from the Caribbean and to United States ports, in 
nearly all cases. 

Mr. Luckey. From the Caribbean to United States ports? 

Mr. Gamate. In nearly all cases. Not 100 percent. I mean Ber- 
muda might run out of oil when we have an extra United States-fl 
ship in position, and it might go to Bermuda instead of to a United 
States discharge port. 

Mr. Luckey. And I believe you mentioned in your statement that 
your ratio for your local fleet, for your American-flag fleet, was 120 
percent ? 
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Mr. Gamste. 110 percent. 

Mr. Luckey. I see. This is getting back to the question that we 
asked Socony and which Senator Pastore brought up, and that is 
whether a fluctuating tanker market has any effect upon the finished 
product, the price of the finished product. 

Mr. Gamete. I would like to beg off, if I may. That is out of my 
field. I have nothing whatever to do with the pricing of oil. 

Mr. Luckey. All right, sir. 

Mr. Gamste. Or its products. 

Mr. Lucxry. Now, have there been any instances in your company, 
in Panama Transport, now, where, for example, oil has to be trans- 
ported from, we will say, the gulf to Philadelphia and instead of 
doing that you bring up oil from, say, Venezuela to Philadelphia via 
Panama Transport, and then via one of your American-flag ships 
you take oil from the gulf to wherever the normal destination is for 
the Venezuelan oil? 

Do you follow me? 

Mr. Gamete. I don’t see what advantage there would be in us doing 
that. Iam a little—I can’t quite understand that. 

Mr. Luckey. Well, your Panama Transport oil would not be tax- 
able, that. is, would not be taxed at the same rate—your Panama 
Transport transportation would not be taxed with the same rate as 
your American-flag transportation, would it? 

Mr. Gamsie. Well, not until we brought home a dividend—not un- 
til we declared a dividend. Then it would be taxed at the same 
rate. 

AA ERE™ Then the Esso Shipping would have a longer haul for 
the oil ? 

Mr. Gamer. We never make any changes on that account, if that 
is what you mean. I mean we never do that 

Mr. Luckey. As a matter of policy. 

Mr. Gamste. Such a thing as that to avoid taxes. 

Mr. Luckey. As a matter of policy, you don’t do it? 

Mr. Gamerz. I mean we run our United States-flag fleet coast- 
wise, to whatever extent we have the business for it. Then where 
we don’t, in order to keep it busy, we run it from the Caribbean. 

Mr. Luckey. Now, when you trade out a vessel foreign entitling 
you to cheaper foreign labor, in exchange for building a much larger 
tanker in a United States shipyard and placing it under the Amer- 
ican flag, do you get a double economic advantage inasmuch as the 
crew wages are a smaller component of your costs on the new larger 
tanker ? 

Mr. Gampiz. Well—— 

Mr. Luckey. Is it not cheaper 

Mr. Gamste. It is true that larger tankers with a smaller crew 
component have lower transportation costs, and that is good all around 
for the United States economy. You have more efficient carriers un- 
der the United States flag. 

Mr. Luckey. Well, it doesn’t seem to affect the finished product 
price any. As long as your costs are down it might affect your profits 
somewhat. That is the only change I could see in that. 

Mr. Gamer. Well, again, I would like not to get into this oi! 
price question. 

Mr. Luckey. That is perfectly all right, sir. 
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I want to ask you some questions about your foreign crews. You 
stated that your company exercises security checks on them; is that 
correct ? 

Mr. Gameste. Yes, sir. 

Mr. Luckey. Now, do they go into the citizenship at all? Is there 
any kind of an investigation made by your company ? 

Mr. Gampte. Yes, I think they employ—I am sure they do—only 
citizens in the country. For example, we have ships that are manned 
by Italians. 

Mr. Luckey. Yes. 

Mr. Gambier. And our affiliate in Italy employs Italians for that 
ship, and I am sure they check on citizenship and loyalty and other 
aspects that make them a good employee. 

fr. Luckey. You are talking now about a Panamanian ship? 

Mr. Gampie. A Panamanian ship. 

Mr. Luckey. I see. 

Mr. Gampie. Manned with Italian crews. 

Mr. Luckey. Now, is that 

Mr. Gamsrir. And they must have Italian seaman’s papers. 

Mr. Lucxry. Do the crew members, these foreign crew members, 
have a union ? 

Mr. Gampte. They do have unions; yes, sir. 

Mr. Lucxry. What union is that? 

Mr. Gamsie. Well, I am not familiar with the union. 

Mr. Luckey. Do they vary from country to country, or is it inter- 
national ? 

Mr. Gamsie. What was your question ? 

Mr. Luckey. I said, Do they vary from country to country, or is it 
international union ? 

Mr. Gamsue. They vary from country te country. 

Mr. Luckey. Now, what union do your domestic, or your United 
States-flag carriers—what union are those crew members of ? 

Mr. Gampie. W ell, it is an independent union that represents a 
number of the oil companies’ tankers. 

Mr. Luckey. And you all go together under one contract? 

Mr. Gamesie. No; separate contracts. 

Mr. Luckey. Separate contracts ? 

Mr. Gamsi£. I am corrected on that. The union adviser is the 
same for a number of them, but there are actual separate unions for 
the different companies. In other words 

Mr. Mownrrey. I can give the names of the four unions. 

Mr. Gamsir. Would you object to Mr. Mountrey, who is quite 
expert on that, answering that question ? 

Mr. Luckey. Go ahead. 

Mr. Mountrey. The unlicensed personnel are represented by the 
Esso Tankermen’s Association. The licensed deck and engineering 
officers are represented by the Jersey Standard Tanker Officers’ Asso- 
ciation. The radio officers are represented by the Esso Radio Officers’ 
Association. The pursers are represented by the Esso Staff Officers’ 
Association. 

Mr. Luckey. What about the unlicensed group ? 

Mr. Mountrey. I gave unlicensed. Esso Tankermen’s Association. 

Mr. Luckey. I see. 
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Now, are these crew members, officers, and unlicensed members— 
do they receive the benefits from the company such as pension rights, 
disability rights—— 

Mr. Gampte. They receive all rights that. I do or any other em- 
ployee of Jersey affiliates in the United States. 

Mr. Luckey. Now, is there any difference—and this question does 
not pertain to you too much, but is there any difference between the 
treatment of a crew member on your coastwise vessels, and one of 
your American-flag vessels that may be traveling in the foreign trade ? 
Are they treated the same? 

Mr. Gamatz. We don’t have American-flag vessels traveling regu- 
larly in the foreign trade. 

Mr. Luckey. I know you don’t. 

Mr. Gameate. And all of our American-flag vessels get exactly the 
same treatment. 

Mr. Lucxry. They get exactly the same treatment. What I am 
trying to develop for the record is the difference in treatment of crew 
members working for an oil company and on a dry-cargo ship, you see. 

Mr. GAMBLE. Tres, 

Mr. Lucxry. Now, with regard to your foreign crews, you men- 
tioned that you have Italian and German crews. 

Mr. Gamsie. No; we don’t have any German crews. I might sum- 
marize those for you if you would like. We have 12—you, Mr. Moun- 
trey, correct me if I am wrong. 

Mr. Mountrey. Yes. 

Mr. Gamete. We have 12 Italian-manned ships. 

Mr. Mountrey. Yes. 

Mr. Gamez. In the Panama Transport Co. we have seven British- 
manned ships. 

Mr. Mounrrey. Yes, sir. 

Mr. Gampuie. We have two Spanish-manned ships. We have 2 
Canadian manned, except that 1 of those 2 ships has a Panamanian 
unlicensed crew. Now, that totals 23, I believe. 

Mr. Mounrrey. Yes, sir. 

Mr. Gamez. Which is the number of ships we have under the Pan. 
ama flag. 

Mr. Luckey. As I understand your brief statement, each one of 
these nationalities has a different union that you deal with ? 

Mr. Gampte. I believe they are all different. 

Mr. Luckey. I see. 

Now, are the officers—when you say you have an Italian crew, you 
mean you have Italian officers and Italian crew members ? 

Mr. Gampte. The answer is “Yes.” We have one nationality 
throughout on each ship, with the exception of this one ship where 
we have Canadian officers and Panamanian crew. 

Mr. Luckey. What language does the Panamanian crew speak? 

Mr. Gamste. Well, I think most of them speak English. 

Mr. Luckey. Most of them speak English. 

Actually, you have no language barrier. 

Mr. Gamste. No. 

Mr. Lucxry. Whereas you might have German officers and Italian 
crew members, and a situation like that ? 

Mr. Gamste. That is right, but we don’t follow that practice. 
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Mr. Luckey, Now, how many vessels in your American-flag fleet 
are warranted to fly the Naval Reserve flag, if any ? 

Mr. Gamsie. We don’t have any at present. 

Mr. Luckey. You don’t have any ? 

Mr. Gamsie. We have had at different times. We don’t have any 
at the moment. 

Mr. Luckey. You don’t require that the officers of —the masters and 
your officers of your American-flag fleet be members of the Naval 
Reserve ? 

Mr. Gamsie. We do not, any more than we request employees on 
shore, I mean require employees on shore to be members of the reserve, 
Army or Air Force or Naval Reserve. 

Mr. Luckey. You apparently don’t have now, but have you ever in 
the past had American masters of your foreign-flag ship ? 

Mr. GamB.e. Yes. 

One instance is the one I mentioned in World War II, where on these 
25 ships which originally comprised our Panama fleet, we took the 
Germans off and put Americans on. Then later because of United 
States legislation, we had to take the Americans off, and put Britishers 
on, so they could work for the Allies. 

Mr. Luckey. I see. 

Mr. Gamsue. Because of the Neutrality Act. 

Mr. Luckey. I asked this question of Socony this morning, and 
they were unable to answer it, and I will ask it of you, in the hope that 
you might be able to. That is, concerning the difference in the tax 
‘ates on moneys earned within a country and outside of a country ? 

Mr. Gamste. Yes. 

Mr. Luckey. Now, in Panama you are not taxed upon moneys 
earned outside of Panama. 

Mr. Gamste. Not really taxed, except there is a tonnage tax of $l a 


net ton when you register the ship, and 10 cents per net ton per year 
thereafter. 


Mr. Luckey. Yes. 

Well, now, how is it determined who taxes, if anyone does, the money 
earned in shipping ? 

In other words, where is it earned ? 

Mr. Nasu. May I answer that? 

Mr. Gambier. Let me have a try, and you tell me if I am wrong. 
| Laughter. | 

Mr. Gamsie. The taxing of earnings of the Panama Transport 
Co. occurs when we pay a dividend to Jersey. There is no other 
income tax on earnings of Panama Transport Co. 

Mr. Luckey. Here is what I am trying to get at. 

If all of the income of Panama Transport were earned, that is, what 
is earned in Panama 

Mr. Gamsie. And none of it is. 

Mr. Luckey. And none of it outside of Panama—— 

Mr. Gamece. None of it is earned in Panama. 

Mr. Luckey. I understand that. I say, if it was. 

Mr. Gampte. Yes. 

Mr. Luckey. Then it would be taxed by Panama. 

Mr. Gamepte. Under their income-tax laws. 

Mr. Luckey. Under their income-tax laws. 

97220—57——7 
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Mr. Nasu. No. 

Mr. Gamste. I stand corrected. 

Mr. Nasu. No. That is exactly what I meant. 

Mr. Gamsie. Will you explain that? 

Mr. Nasu. There is a special exemption from income taxes in the 
Republic of Panama for earnings arising out of the operation of ves- 
sels. That was why there was no income tax with these ships. 

Mr. DeWrrr. That is my understanding. 

Mr. Nasu. Furthermore, a section of our Internal Revenue Code 
provides that if a foreign country does not tax our ships when they go 
in there, we don’t tax their ships when they come in here, for their in- 
come earned here. 

Mr. Luckey. Well, these aren’t our ships. These are Panamanian 
ships. 

Mr. Nasu. The Panama ships are not taxed in Panama because of 
the Panama law. 

Mr. Luckey. Yes. 

Mr. Nas. And they are not taxed in the United States because of 
the United States law. 

Mr. Luckey. Yes. 

Now, one further question. Where is the money earned? 

Mr. Nasu. At sea. 

Mr. Gamste. In the Panama fleet, it is earned at sea, from the car- 
riage of oil. 

Mr. Luckey. I understand that. But there has to be—at least, I 
would assume there must be some situs for the place where money is 
earned. 

Is it where you sign the contract? Do you go out to sea to sign the 
contract ¢ 

Mr. Gamsie. Money is earned when you collect your freight. 

Mr. Nasu. Whenever you collect freight. 

Mr. Gamete. When you collect your freight, that constitutes your 
earnings. 

Mr. Luckey. Which in your case would always be Panama? 

Mr. Gamste. Oh, no, it would be wherever freight is collected. 

Mr. Nasu. Where you collect the freight. 

Mr. Gams ie. It is collected in New York. 

Mr. Luckey. It is collected in New York? 

Mr. Gamete. Yes. 

Mr. Luckey. Does Panama Transport accept payment in currency 
other than dollars ? 

Mr. Gamsie. We do not. 

Mr. Luckey. Then I would assume that any dividends paid to Esso 
Shipping—that is to Standard Oil of New Jersey 

Mr. GamesipE. Are in dollars. 

Mr. Luckey. Are also in dollars. 

Mr. Gamble, now under Panama law, is there any requirement that 
the head office of Panama Transport be located at any particular 
place ? 

Mr. Gamste. I don’t think there is any such requirement. Our 
head office is in Panama. 

Mr. Luckey. Your head office is in Panama? 

Mr. Gams.e. Yes. 

And out of the 4 directors, 3 are resident in Panama. 
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Mr. Luckey. Is there any requirement that there has to. be an an- 
nual stockholders meeting, or where the books of the corporation—— 

Mr. GamBie, Excuse me. Would you mind asking it again? 

Mr. Luckey. Is there any requirement as to the place where the 
annual stockholders meeting has to be held or where the books of the 
corporation are to be kept? 

Mr. Game. I don’t know of any such requirement, but we do hold 
the meeting in Panama, and we do keep books in Panama. 

Just a minute, I want to confer. 

Mr. Luckey. Yes. 

Mr. Gamsie. (Confers with Mr. DeWitt.) 

I want to correct one statement. 

Mr. Luckey. All right, sir. 

Mr. Gamesue. Now and then we do collect some foreign currenc 
which we use in repairing ships abroad when we repair them slave 

Mr. Luoxery. I see. 

Mr. Gamsuir. That would be one exception. It is a minor thing. 

Mr. Luckey. Now, under Panama law—and I realize that you 
keep your ships in the same condition as if they were under the 
American flag. 

Mr. GAMBLE, Yes, sir. 

Mr. Luckey. But I just want to bring this out for the record. 

Mr. Gamete. Yes. 

Mr. Luckey. Under Panama law, are there minimum manning 
seales required ; do you know ? 

Mr. Gamste. I don’t know of any. 

Mr. Lucxry. Do you know who it is that inspects, enforces the 
inspection laws of Panama? 

Mr. Gamsie. Under the safety of life at sea convention, Panama 
is required to have their ships inspected annually, and it is my 
understanding they employ the American Bureau of Shipping or 
other recognized classification society for that purpose. 

Mr. Luckey. Now, does not Panama law permit their consuls in 
their various consular services to inspect their ships if necessary? 

Mr. Gameix. They do inspect them, but not technically, I might 


say. 

Mr. Lucxry. What is that distinction ? 

Mr. Gameuie. They make general inspections of the ships, but they 
are not technicians. 

Is that right ? 

Mr. Mountrey. Right. 

Mr. Luckey. Is that to comply with some aspect of Panama law? 

Mr. Gampte. I believe so. They inspect as to sanitation and as 
to living conditions, and things of that sort, that they are competent 
to inspect. 

Mr. Luckey. So far as the crew comfort is concerned, perhaps. 

Mr. Gampte. I think things of that kind. 

Am I correct? 

Mr. Mounrrey. Yes, they also check crew certificates. 

Mr. Gamste. They also check the crew certificates, to be sure they all 
have Panamanian certificates. 

Mr. Luckey. As I understand from this morning’s testimony, a 
master, say, with a German license has reciprocity to get a Pana- 
manian license. 
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Mr. Gamete. He does get a Panamanian license. He must have it, 
in addition to the German license. 

One thing you asked us awhile ago and we said we would get for you 
is the tax rate on dividends in these various years. 

I would now like Mr. DeWitt to give you that, sir. 

Mr. Luckey. All right, sir. 

Mr. Dewirr. In 1949 it was 40 percent. 

There was no dividend in 1950. The rate was 52 percent in 1951, 
1952, and 1953. 

It was 53 percent in 1954, 1955, and 1956. 

It averaged 50 percent over this period. 

Mr. Luckey. I see. 

Mr. DeWirr. These are round percentages. 

Mr. Luckey. Yes, sir. 

I imagine Mr. Nash will have to answer this one. That is, under 
section 9 of the Shipping Act of 1916, are you restricted from the sale 
of stock in your American-flag company to aliens. 

Mr. Nasu. Yes—well, I take that back. We are restricted in that 
we would not be allowed to sell more than 24 percent if we wished to 
continue in the coastwise trade, and if those ships were to be used in 
the foreign trade we could not sell more than 49 percent. 

Mr. Luckey. Under section 9. 

Mr. Nasu. Oh, I am not sure which section it is. I have the sec- 
tions here. But the usual rule is—— 

Mr. Gamete. If we find that answer is not correct, we can correct 
it later. 

Mr. Nasu. Surely. 

Mr. Luckey. Sure, fine 

Mr. Nasu. That is the law at the moment, anyway. 

Mr. Luckey. What about the sale of the stock of your foreign cor- 
porations to aliens? Could you do that? 

Mr. Nasu. Panama Transport. 

Mr. Lucxry. Yes. 

Mr. Nasu. Yes. 

Mr. Gampste. They could with Standard Oil (New Jersey) au- 
thority. 

Mr. Nasu. They would have to sell it. 

Mr. Luckey. I understand. Are there any United States laws pro- 
hibiting selling your stock in a Panama Transport toa Russian, if you 
will? 

Mr. Nasu. No; there is no statute. 

Mr. Luckey. Are there any conditions or restrictions prohibiting 
you from doing this? 

Mr. Nasu. The only restrictions on selling stock of Panama Trans- 
port Co. are the contractual obligations we have with Maritime with 
respect to some of the vessels, not to sell the stock of Panama Trans- 
port Co. 

Mr. Luckey. Without their permission. 

Mr. Gams te. I think the answer to your question is—we could not 
sell to a Russian 

Mr. Luckey. Because of the 

Mr. Gampte. The stock of Panama Transport, because that is one 
of the undertakings we make with the United States Government 
when we transfer the flag of the ship. 
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Mr. Luckey. Yes, sir. 

Mr. Nasu. He asked about the law. 

Mr. Gamsie. Yes; I know. I am answering about the law. 

Mr. Luckey. I am asking about the restrictions. These restric- 
tions, I presume, are the ones recited in most of the standard mari- 
time contracts as far as transferring out; is that correct? 

Mr. Nasu. That is right. 

Mr. Luckey. The same ones. 

Now, are there any restrictions in that contract, Mr. Nash, that pro- 
hibit. you from chartering the vessel for the remainder of the life of 
the vessel or for 20 years or for any period of time to a Russian ? 

Mr. Nasu. The only restriction on that is that the vessel may not 
be chartered for trade behind the Iron Curtain. In other words, we 
do not have to get permission of the Maritime Administration to 
charter a Panama Transport ship, but if we wish to charter a United 
States-flag ship for over a year we have to get permission. 

Mr. Gamste. I think on the Panama Transport-owned ships, you 
can’t charter them in barred countries, of which Russia sont one, 
without special authority. 

Mr. Nasu. That is 

Mr. Gameue. Of the Maritime Administration. 

Mr. Nasu. It is not quite that. Panama, the Republic of Panama, 
has adopted the same rules with respect to trading behind the Iron 
Curtain as our country has. 

Mr. Luckey. Are you talking about Department of Commerce Or- 
ders T-1 and T-2? 

Mr. Nasu. T-1 and T-2. 

Mr. Luckey. Yes. 

Mr. Nasu. Under Panama law, because it is a Panama ship, we 
could not charter to a Russian, under the T-1 and T-2 orders. 

Mr. Luckey. T-1 and T-2 doesn’t prohibit you from chartering to 
a Russian ? 

Mr. Nasu. Beg your pardon ? 

Mr. Luckey. Does T-1 or T-2 prohibit you from chartering to 
a Russian ? 

Mr. Nasu. In effect, yes. 

Mr. Gams ez. I want to say that one of the conditions which apply 
when we get authority to transfer a ship—it is in No. 3 in the cir- 
cular 

Mr. Luckey. Yes. 

Mr. Gamer. Gotten out by the Department of Commerce. It is 
under the heading of “Trade”—“That the vessel shall not engage in 
trade prohibited to United States-flag ships under Department of 
Commerce Transportation Orders T-1 and T-2 or any modification 
thereof unless dat lien terminated.” 

Mr. Nasu. That is what we have been talking about. 

Mr. Luckey. So all of your ships that are traded out are subject 
to that order. 

Mr. Gampue. Yes, sir. 

Mr. Luckey. And all of your Panamanian ships that are there are 
also subject to that order ? 

Mr. Nasu. Because of the Panama law. 

Mr. Luckey. Because of the Panama law ? 

Mr. Nasu. Yes, sir. 
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Mr. Luckey. Now, is there anything prohibiting you—and I am 
sure, of course, this is another thing that will never occur, but is there 
any law or restriction prohibiting you from employing Russian na- 
tionals? 

Mr. Nasu. On the Panama-flag ships? 

Mr. Luckey. Yes. 

Mr. Nasu. No. 

Mr. Luckey. You could do that? 

Mr. Nasu. Yes. 

Mr. Luckey. That is about all, except if Mr. Nash would supply for 
the record the pertinent parts of the T-1 and T-2 that prohibit char- 
tering to Russians, or nationals of the U.S. S. R.—— 

Mr. Nasu. I will put it this way: It prevents trade behind the Iron 
Curtain and chartering to a Russian—you see what I mean? In other 
words, I could charter to a Russian. 

Mr. Luckey. Yes. 

Mr, Nasu. But I would be—— 

Mr. Luckey. What if there was one honest Russian that wanted to 
charter your ship and didn’t want to trade behind the Iron Curtain. 
Could you do it? 

Mr. Nasu. I could charter it to him. 

Mr. Lucker. You could do it? 

Mr. Nasu. Yes. 

Mr. Luckey. With your contract restrictions and legal restrictions, 
you could still be free to charter to the Russian ? 

Mr. Nasu. I believe so, under T-1 and T-2. 

Mr. Luckey. That is what I wanted to find out. 

Mr. Gamexe. But if that resulted in the ship going there we would 
= liable, so we would not be likely to do that. I say we or anybody 
else. 

Mr. Luckey. Because of the time charter ? 

Mr. Nasu. It is still under our control on the time charter. 

Mr. Gamste. It is still our obligation that the ship doesn’t go there. 
One other thing I might say, that I see here: “If the vessel is trans- 
ferred to Panama Transport Co., seller and buyer agree no transfer 
of ownership of stock in Panama Transport Co. without prior ap- 
proval of United States Maritime Administration.” 

Mr. Luckey. Yes. That is with regard to sale. 

Mr. Nasu. That is right. 

Mr. Luckey. But that doesn’t cover charter. Mr. Bourbon had one 
or two questions that he wanted to ask. 

Mr. Bourson. Just a little technical question. You say that all the 
Esso and Panama Transport vessels would come back to the United 
States if we needed them. Suppose there were a worldwide emergency, 
what would happen to all the other vessels owned by your wholly 
owned affiliates or subsidiaries? Do they come back to their own 
countries ? 

Mr. Camsie. Well, that again is out of the scope of my responsi- 
bility here. But they would be governed by the countries under 
which the ships were registered. 
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Mr. Bourson. One other question: Should there be a law passed 
that would actually positively prohibit transfer to foreign, would you 
care to express what effect that might have on your new construction ? 

Mr. Gamste. Well, new construction under United States flag would 
be delayed. Ultimately you would have to build ships under United 
States flag, unless you are going out of business; as your ships become 
obsolete you would have to replace them. 

Mr. Bourson. But you fee 

Mr. Gamsie. Whether you had any transfers or not. 

Mr. Bovurson. It would not permit you to keep your fleet modern ? 

Mr. Gamste. That is right. 

Mr. Bourson. That is all I have. 

Mr. Luckey. I have no further questions. 

Mr. Baynton. Just one further thing for the record. Would you 
supply for the record the other affiliates your company has and the 
number of ships it operates, for the record and not now? 

Mr. GAmsie. I think we will do that. I am not supposed to, but—— 

Mr. Baynron. Let me put it this way: If you care to, would you? 

Mr. Gams te. I think we have it and we would be very glad to put 
it in the record. 

(The information is as follows :) 





Tanker fleets of Standard Oil Co. (New Jersey) subsidiaries, Dec. 31, 1956 














Total 
Flag Number | Deadweight 
tons 
Western Hemisphere subsidiary companies: 
Esso Shipping CI sca im deeds rbd Saks bmgone spac le JsGS eee United States- -___- 38 758, 556 
Panama Transport Co... .....-- siiaik indiaktheektuk Geiiaecmiaal Panamanian__._-- 23 467, 423 
Imperial Oil, Ltd__.......--.-- cpdip alee aeplacemdete atin teenie Canadian. -___..... 2 32, 938 
TNs his doegdcsd $n cg hho ag gered dibigad senict oop bs. pe se. Sate 63 1, 258, 926 
Euro subsidiary companies: io 
peo Phe Oe. Bee... 66. Gi ho. 2c le | eee 18 340, 702 
Esso Transportation Co., Ltd.........-...---.-----.-..-]-.-- Mie. 54834248 1 , 704 
N. V. Petroleum Industrie Maats_...............-..--.-- Netherland___...-- 4 75, 654 
Aksjeselskapet Norske Esso...........----.----- ------| Norwegian... .-.-- 1 9, 870 
La Columbia Soceita Marittima Per Azioni_....__....._| Italiam.__.__.___-- 3 49, 569 
Dansk Esso A/S--..---.-- pahDlcin wtinke thn tybpede nn tida Deatteh nadia Soe 3 58, 
Esso Standard (Belgium) 8. A_...._..-_-.--.--.-.------ | ire ei | 2 53, 175 
Esso Standard 8. A. F_._.__.__-- se So hha Sera cleee 7 145, 393 
Esso Tankschiff Reederei G. m. b. H__...-...-..--.-.-- German-_-__.....-- 6 135, 299 
"FOSS cub iveeds Saath Sx ls csp ateee. « sidioe ede aoe @:dkctiadanid alts aseeniaa nioaadeienemaie aaa 45 895, 086 
Potel occas Sendra. ci oi... yd. ces eas ste cc | iis. at ioe oe | 08 2, 154, 012 
—_ a te > owes > a —— — poeta ict eS ae a - 
Mr. Baynton. Thank you. That is all I have. 


Mr. Luckey. That is all. 

Mr. Baynton. That is all. Thank you very much, Mr. Gamble. 

Mr. Gamer. Thank you, sir. 

(Whereupon, at 5:15 p. m., the committee adjourned, subject to 
call of the chair.) 

(Upon request of Mr. Gamble, permission was granted by the chair- 
man that an article by Vice Adm. Emory 8. Land, United States 
Navy, retired, entitled “The Merchant Marine of Panama as an 
American Asset,” be printed in the record at this point.) 
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[Reprinted from United States Naval Institute Proceedings, vol. 80, No. 7, Whole No. 617, 
July 1954] 


THE MERCHANT MARINE OF PANAMA AS AN AMERICAN ASSET 
By Vice Adm. Emory S. Land, United States Navy, retired 


A graduate of the United States Naval Academy in 1902, Admiral 
Land served in various United States Navy capacities until his 
retirement in 1937 at which time he became a member of the 
United States Maritime Commission. From 1938 until his retire- 
ment in 1946, he served as Chairman of that organization, and 
during World War II was War Shipping Administrator. Immedi- 
ately upon his second retirement, Admiral Land became president 
of the Air Transport Association of America, a position he held until 
his most recent retirement at the end of 1953. 


Much has appeared in the public press in recent months about the phenomenal 
growth of the merchant fleet of the Republic of Panama, and considerable dis- 
cussion as to its disproportionate character. As a substantial number of these 
vessels are owned directly or indirectly by United States capital, and were 
transferred to Panamanian register, or were given such registration at time of 
completion in this country, it is natural that the reasons or motives underlying 
this action should be of wide interest here. 

Panama now has the fourth largest ocean-going fleet in the world, exceeded 
only by the United States, Great Britain, and Norway, in that order. If only 
private shipping is considered, the positions of the United. States and Great 
Britain would be reversed. Lloyds Register shows the Panama fleet (as of 
September 1953) as 606 vessels of 3,740,451 gross tons. 

The vast preponderance of Panamanian ships in which American capital is 
invested are not directly owned but are the property of and are operated by the 
foreign affiliates of American corporations with heavy investments abroad. A 
representative of one of these American corporations told a Senate committee 
that much of their foreign business has no physical contact with the United 
States at all. He said oil produced in Venezuela may be refined in the West 
Indies and marketed in Europe, without ever touching this country. He testi- 
fied that Panama was selected for registration “because of the close relation- 
ship with the United States Government ; because of the presence of the Panama 
Canal; and perhaps additional security and addititonal assumption of having 
the ships available in the time of national emergency.” 

Testimony was given some time prior that Panama’s ships had been trans- 
ferred from 33 different countries—47 percent from the United States. Un- 
doubtedly this large percentage is due to the sale of United States Government 
war-built vessels (668 to United States citizens and 1,130 to foreign buyers), 
both United States and foreign buyers subsequently transferring a number to 
Panamanian registry. 

The question with which we are most deeply concerned is whether permitting 
United States owned ships to be registered under a foreign flag is in the public 
and national interest, including national defense. But first we should examine 
the reasons or motives which cause the United States private shipowner to 
take this action. It has been contended that the causes are: (1) Wage dif- 
ferential; (2) ship repair costs; (3) inspection and regulation; and (4) taxes. 
Labor naturally stresses the last three items, while admitting before a Senate 
committee that perhaps 90 percent of the economic handicap consists of the 
wage differential. 

There is no dispute from any reliable source that United States shipown- 
ers greatly prefer to operate their vessels under our flag, with citizen officers and 
crews. Both management and labor have testified to this effect. A large 
American shipowning group advised the Senate committee investigating the 
subject on February 23, 1950: 

“This federation is in favor of as large, as modern, and as prosperous an 
American merchant marine operating under the American flag as can be sup- 
ported by business available to it, at rates which will support American wages 
and American standards.” 

And on February 21, 1950: 

“* * * in all but a few cases the interest of United States citizens in vessels 
registered under foreign flag is through their investment in foreign enterprises.” 
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It is also generally admitted that economic factors are the controlling causes 
of foreign registration. These factors, however, seem so powerful in many cases 
as to leave little alternative. 

Examining them briefly, we find: 


(1) Wages 

From both owners and labor it has been testified before a Senate committee 
that the increase in overall operating cost of a United States registered vessel 
over a similar foreign (Panama) one is 25 to 35 percent, and that wages repre- 
sent 90 to 95 percent of this economic disadvantage. It was also testified that 
this difference will amount to more than $100,000 per year for a Liberty freighter, 
and more than double that amount for large, fast tankers. If we accept this 
undisputed testimony, it appears that higher wages, together with some other 
items of operating costs destroy the competitive ability of such vessels while 
transporting international cargoes. 
(2) Ship repair costs 

The cost of ship repairs in the United States is generally conceded as approxi- 
mately double similar foreign costs. This is the result of higher wages to ship- 
yard workers, and a high ratio of labor compared with new construction. It 
follows, generally, the pattern of seagoing wages. As foreign ships may have 
their repairs made abroad, while United States ships may not, except in emer- 
gencies and then only to the extent necessary for a safe voyage home (or upon 
the payment of 50 percent customs duty), this item makes up a substantial part 
of the remaining 5 or 10 percent handicap suffered by American-flag vessels. 


(3) Inspection and regulation 


While it is true that the maritime laws of Panama are far from complete, they 
nevertheless require at time of original registration that the vessel be classed 
with one of the three internationally recognized classification societies ( Ameri- 
can Bureau, Lloyd’s, or Bureau Veritas) which in turn require the vessel to 
be sound and seaworthy and to comply with all safety and other regulations. 
Not only must the vessel be so classed, but we have it on the authority of the 
Panama Government to the International Labor Office in Geneva, that additional 
certificates by Lloyd’s on efficiency of radio, seaworthiness, inspection of ma- 
chinery, loadline, etc., are required. To insure that the vessels maintain the 
standards of their classification, these societies carry out inspections and peri- 
odical surveys to make certain that the vessel at all times fully complies. They 
maintain surveyors at all important world ports for these purposes. While some 
question has been raised as to guaranteeing the continuance of this classification 
society registration, there is also testimony before the Senate committee that the 
Panamanian consuls would not clear the ship for sea unless the classification 
requirements were met. 

A very large part of United States-owned Panama-registered tonnage is en- 
gaged in the foreign operations of American capital invested abroad. Interests 
which engage in such enterprises are usually experienced and responsible. It is 
difficult to believe that they would allow the class of their vessels to lapse. 
Marine insurance companies will not insure, or continue the insurance of, 
oceangoing vessels unless class is maintained. There is testimony to the 
effect that these responsible American interests maintained conditions, both with 
respect to physical condition of the vessel and crew comforts aboard, parallel 
with their United Stated registered ships. They appear to be forced to foreign 
registry in their foreign operations to meet competition. 

(4) Taxes 

The question of taxes as an advantage to Panamanian registration has been 
raised. Panama has no income tax, and the only tax payable by such shipping 
is about $1 per ton at time of registry, and 10 cents per ton per year thereafter, 
plus some minor consular charges. The earnings of these vessels are, however, 
taxable in the United States at the income tax rate in effect at the time the earn- 
ings are brought home. The owner can, of course, defer calling his earnings 
home until the tax rate seems to him most advantageous—if he is willing and 
able to postpone their receipt. He could invest them abroad, but they would 
eventually be taxable whenever brought home, along with the other returns 
from such investment. It appears that the prospect of loss of tax revenue to 
the United States Treasury is small, only varying with the applicable income 
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rate from year to year. The United States corporate excess-profits tax during 
the war years did not apply to dividends received from foreign corporations. To 
be perfectly fair about it, from a national economic standpoint we must also 
weigh the important probability that the tax source might be completely dried 
up through diversion of the business to foreign owners or foreign charterers. I 
am one who believes that encouragement of United States capital to do business 
abroad—within certain well-defined and controlled limits—is a wise move and in 
the public interest. 

On the economic side, therefore, it appears obvious that the maintenance of 
American standards of wages and living cannot be made applicable to American- 
owned enterprises operating abroad, where the products or services are sold 
competitively in the world market. Responsible representatives of United States 
capital invested abroad have testified that their ocean-shipping requirements, 
under present-day conditions, would have to be surrendered to foreign-owned, 
foreign-flag shipping—by contract or charter—if United States registration were 
required. 

We have now examined the economics and the motives. But the all-important 
national interest, i. e., national defense, remains. As we apparently must have 
these United States-owned ships under foreign register or not at all, where does 
the national interest lie? It seems to me that the United States owners of such 
vessels, no doubt with some government encouragement, have done reasonably 
well under the circumstances, 

Hemispheric cooperation is promoted by having such ships registered with 
one of our good friend neighbors, if they may not, for uncontrollable causes, fly 
the Stars and Strips and be manned at all times by a citizen crew. It is most 
unlikely that Panama would, in an emergency, be found on the side of our 
opponents. The availability to us of American-owned ships of Latin American 
registry in an emergency is not just a theory. The record of the Senate com- 
mittee shows that in the last war all such Panamanian registry ships of a large 
American corporation, which today number 21 vessels, were immediately made 
available for war services on the same terms as those applying to American 
ships, and this is not an isolated case. 

Testifying before a Senate committee on February 28, 1950, Adm. W. M. 
Callaghan said: 

“The Department of the Navy has been designated to represent the Depart- 
ment of Defense— 

“There is an understanding with at least one of the Latin American Govern- 
ments which provides for the return to United States registry in the event of an 
emergency of American-owned vessels documented in that country. The Navy 
Department, therefore, considers that American-owned ships under the flags of 
such a country, are potentially available on request of the United States Govern- 
ment in time of war * * *.” 

In response to a senatorial question the admiral said, “That country is 
Panama.” 

While an argument may be made as to the power of the Government of the Re- 
public of Panama to make good 100 percent on this commitment, it does not ap- 
pear that it can be contended reasonably that the policy now in effect does not 
greatly improve our prospects of vessel availability versus a prohibition against 
such foreign registration. 

Being a naval officer, it is perhaps not surprising that I find myself on the 
side of Admiral Callaghan, the Navy and Defense Departments. 


Logistics equals Transportation 
Transportation equals Logistics 
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WEDNESDAY, APRIL 10, 1957 


Untrep States SENATE, 
ComMITres ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON MercHant Martne AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:55 a. m., in 
room G-—16, United States Capitol, Senator Warren G. Magnuson, 
chairman, presiding. 

The CuHarrMan. The committee will come to order. 

I want to announce that we can only go on until about 5 minutes to 
12, and I want to try to get the shipping companies and tanker ship- 
ping companies out of the way. 

r. Vander Clute, you are here now ? 

Mr. VANnverR Cuivre. Yes, sir. 

The Cuarrman. Mr. Kihnis here. Then Mr. Strohmeier. We will 
try to hear you, and that will clean that up. That will mean that we 
will have to put the other witnesses over, and whether we can handle 
this tomorrow or not, we will have to determine later on, but unless 


we hear to the contrary, we will have a meeting tomorrow morning, 
Thursday morning, at 10 o’clock, so we will be glad to hear from you. 
Mr. Vanver Crute. Senator Magnuson, having in mind the short 
period of time, I will eliminate the preliminaries of the statement and 
go to work on the facts and information. 
The Cuamman. All right. 


STATEMENT OF CARL F. VANDER CLUTE 


Mr. Vanver Crure. Gulf Oil Corp., itself, owns and operates all 
vessels registered under the United States flag, with the exception of 
one tanker which is owned and operated by Warren Petroleum Corp., 
a wholly owned domestic subsidiary. Gulf’s domestic fleet, including 
the Warren tanker, consists of 27 vessels aggregating 425,002 dead- 
weight tons. Gulf Oil Corp., itself, owns no foreign-flag vessels. 
(See detail in attached schedule 1—A.) 

(B) In addition to its United States-flag fleet, Gulf, through sub- 
sidiaries, owns and operates a total of 26 vessels registered under the 
flags of 3 foreign countries. Through Afran Transport Co. (Li- 
beria), a 100-percent directly owned subsidiary, a Kupan Trans- 
port Co. (Liberia), at 50-percent subsidiary, a total of 20 vessels with 
601,048 deadweight tons, are operated under the Liberian flag. By 
Gulf Oil (Belgium), S. A., a 100-percent directly owned subsidiary, 
3 vessels with 35,809 deadweight tons are operated under the Belgian 
flag, and through Mene Grande Oil Co., a 100-percent indirectly 
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owned Delaware subsidiary, 3 tankers totaling 21,425 deadweight tons 
are operated under the Venezuelan flag. (See detail in attached 
schedule 1-B.) 

Gulf also has a 57 percent stock interest in The British-American 
Oil Co., Ltd., which owns 100 percent of the stock B/A Transporta- 
tion, Ltd. This latter company owns 1 tanker of 15,800 deadweight 
tons which is used exclusively by British-American in their own 
operations under the Canadian flag. 

The Cuarmman. Generally speaking, these figures will speak for 
themselves, but you have about half your operation of your own Amer- 
ican company, and those owned by Gulf Oil, about half of the opera- 
tion under the American flag and the other half of the operation, ton- 
nagewise, or a little more, separated into three different subsidiary 
companies, or four, rather. 

Mr. Vanver Ciure. I will develop that later on. 

The Cuarrman. All right. 

Mr. Vanper Cuivre. To be utilized in Gulf’s business, there are now 
under actual and projected construction in United States yards 10 
tankers (4 tankers of 32,600 deadweight tons each and 6 tankers of 
29,000 deadweight tons each) totaling 304,400 deadweight tons, and 
the “Jumboizing” of an additional 9 T-2 tankers, including 1 com- 

leted last week. In addition, the actual and projected construction 
in foreign yards consists of 16 tankers totaling 584,200 deadweight 
tons as reflected in the following schedule: 























Number Dead- Number} Dead- 

Country of weight Country of weight 

vessels tons vessels tons 

| each each 
Netherlands... ............. fs | 2 30, 900 || Sweden.................- ; 2 40, 500 
p EY} Se 2 18, 200 |} Germany..--_-.._.._-- 2 45, 000 
POA 66 iiss tide adh 4 40,000 || Japan_______. 4 | 38, 750 
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2. The fundamental reason for Gulf’s operation of foreign-flag 
tankers is competition. Gulf must compete in the sale of crude oil 
and its products with other international oil companies, many of which 
are foreign-owned and controlled. We cannot remain competitive 
with these concerns by operating our tankers exclusively under the 
American flag, because our costs of operation under the United States 
flag would exceed their costs of operation under foreign flag by some 
70 percent. 

In any business which is as highly competitive as the international 
oil industry, it is impossible to absorb such increased costs if one is 
to continue in business. 

The cost differentials in such items as wages, food, supplies, main- 
tenance and repairs, insurance, manning and repatriation, administra- 
tive expense, taxes and the like make a big difference in the compar- 
ative co:'s of operation for identical tankers under United States and 
foreign flags. 

An analysis of these figures reveals that a T—-2 tanker can be oper- 
ated under a foreign flag at a total expense of $1,079 per day as com- 
pared to the same operation under United States flag of $1,858 per 
day. 
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The Cuamman. Are those figures somewhat comparable to the 
figures submitted by the Socony people 

Mr. Vanper Cuivre. I would say they are about the same. Some 
people figure it differently. We have given the actual cost of opera- 
tion. 

The Cuatrman. Okay. 

' Mr. Vanprer Cuivre. By the same token, a 32,000 deadweight tons 
tanker would require a daily expense for operation under a foreign 
flag of $1,317 while the same United States operation would require 
$2,192 per day. Thus, the direct operating.cost of a United States- 
flag vessel is approximately 70 percent greater than it is under foreign 
flag. 

This is but one element in the economics of United States versus 
foreign flag operations; another is additional construction costs. For 
example, of the ships we have under contract in foreign yards, the 
average contract price is about $180 per deadweight ton. According 
to our best estimate, had we contracted for identical ships at compa- 
rable times, in United States yards, the average contract price would 
have been in the neighborhood of $277 per deadweight ton, or 54 per- 
cent greater. 

The Cuarrman. We had a figure some place yesterday of 40 
percent. 

Senator Butter. This says at a comparable time. 

The Cuarmman. I see. 

Mr. Vanper Cxiute. Offsetting the much lower costs of tanker con- 
struction in foreign yards has been, up until recently, the much more 
rapid deliveries which could be achieved in United States shipyards. 
Gulf has, in the past 10 years, constructed 10 tankers in the United 
States for operation under foreign flag, but this was because, in Gulf’s 
opinion, the more rapid delivery dates at that time compensated for 
the higher investment involved and does not undermine the basic 
economic advantage of a foreign-built tanker over a domestic one. 

Another very real reason for foreign-flag operation is the matter 
of foreign currency. In its pressing hunt for new customers and in- 
creasing outlets for its crude oil and products, Gulf must furnish the 
service necessary to its customers for currencies which such cus- 
tomers can pay freely within the regulations of their respective coun- 
tries. Foreign-flag tankers, now in existence and tankers now under 
construction in foreign yards, will provide such transportation. 

For example, two tankers building in England for operation under 
the Belgian flag will be purchased with Belgian francs and will earn 
freight in Belgian frances and sterling; 2 tankers building in Sweden 
and 2 building in Germany for operation under the Dutch flag will 
be paid for with Dutch guilders and will earn freight in guilders, 
sterling, and other currencies readily convertible into guilders; and 4 
tankers now being constructed in England for operation under the 
British Commonwealth flag, will be purchased with sterling and will 
earn freight im sterling or other currency readily convertible to 
sterling. 

The Cuarrman. The reason for that is, I presume, with your com- 
pany as well as others, that you collect transportation costs in guilders 
or in frances? 

Mr. Vanper Ciure. That is correct. 
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The CHamman. And, therefore, you have an available supply in 
order to pay for ship construction from that supply. 

Mr. Vanper Criute. From sale of our products in those countries. 

Until such time as currencies in Europe and other parts of the world 
are freely convertible into United States dollars, Gulf must keep itself 
in a position to provide such services in currencies freely usable by its 
subsidiaries and customers under applicable governmental regulations. 

As a part of this currency problem, Guif has purchased, and will 
purchase in the future, tankers and other facilities in order to utilize 
currencies which have been accumulated in our normal business, but 
which cannot be freely converted into United States dollars. The 
snore of tankers in British, Dutch, German, and French shipyards 

as provided a satisfactory medium for the utilization of these cur- 
rencies. 

And this same reasoning applies also to the cash outlays required 
in manning foreign-flag vessels. Not only are such costs well under 
those incurred with ships under the United States flag, but, here 
again, we are able to pay such labor costs with lira, francs, guilders, 
or the like, which could not otherwise be profitably utilized. 

It must be remembered that foreign laws and foreign national pride 
require that we maintain under the flag of many of the countries in 
which we do business some of the tankers servicing their requirements. 
Gulf, as a member of private industry in foreign countries, has many 
responsibilities to the political and economic health of these countries. 
These obligations cannot be ignored and are in line with the United 
States Government’s stated policy of encouraging private investment 
abroad as an essential supplement to the foreign aid program. 

The CuHatrman. Let me ask this question for the record and the 
answer will, of course, have to be general. 

Are most of the crews in your foreign-flag operations paid in the 
currency of their own countries? 

Mr. Vanver Crore. The Liberian-flag ships are paid in Italian 
money, Belgian in Belgian, Canadian in Canadian. 

The Cuatrman. And are the officers paid in the currency of their 
nationality ¢ 

Mr. Vanver Cuurte. The officers are the same nationality as the 
unlicensed crew. 

The Cuarrman. We had the instance the other day of Indian crews 
and German officers. I suppose the Indians would be paid in Indian 
currency and the German officers in German currency. 

Mr. Vanper Cuute. That I can’t answer, sir. \ 

The Cuatrman. Do these crews, in your particular operation, ask 
for payment in dollars? 

Mr. Vanver Cuiute. The agreement is payment in the wages of the 
country from which they come. 

The Cuarrman. They sign on that way ? 

Mr. Vanver Cuore. They sign on that way. Our Italian crews are 
under a contract in strict accordance with the labor contract of Italy, 
and Belgium, the same way. 

The Cuatrman. I presume you do what the others do, you screen 
those crews through your own affiliates in the particular area ? 

Mr. Vanver Ciute. That is correct, sir. 

The Cuatrman. Rather than the consulates. 
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Mr. Vanper Crute. We don’t go on the open market and say we 
want 14 men or anything like that. They come through representa- 
tives of ourselves. 

The Cuarrman. O. K. 

Mr. Vanper Crore. It is our present policy, subject to business 
exigencies, to control directly somewhere between 120 and 130 percent 
of our expected average annual requirements for tankers in statutory 
United States-flag service. Thus, we will have under direct control 
sufficient tankers to meet generally our peak requirements in the win- 
ter, and to provide for such flexibility as might be required in meet- 
ing day-to-day fluctuations in business volume without relying on the 
extremely limited United States flag charter market. 

The Cuarrman. Now, in that particular case your policy is 120 to 
130 percent of your average annual requirements. Mr. Gable yester- 
day stated their policy was about 110 over their annual requirements. 

Mr. Vanpver Ciute. Just a difference in policy. For the balance of 
its worldwide tanker requirements, Gulf plans to directly own or con- 
trol, on the average, some 50 percent of its remaining tanker needs. 
As we have said, such tankers must, for competitive reasons, be oper- 
ated under foreign flag and will be constructed in foreign yards where 
economic conditions dictate. These low foreign costs are available to 
our competitors. To remain competitive, we must also employ them. 

3. Of the 7 Gulf companies owning tankers, only 2, Afran Transport 
Co. and Kupan Transport Co., are engaged exclusively in tanker oper- 
ations. The other five companies own tankers as incidental to their 
general petroleum and petroleum products business. Therefore, 
profits or earnings eee, exclusively from tanker operations are not 
separately maintained, but are included in the net profits from the en- 
tire operations of the company. Whether remitted to Gulf Oil Corp. 
in the form of dividends or as consolidated income, these earnings are 
subject to United States taxation. 

To date, $19 million in dividends have been paid by our tanker sub- 
sidiaries and, of course, they were subject to the United States tax. 

The CHarrMan. In some cases with your subsidiaries, earnings 
from, say, subsidiary A—say the Belgian company, to use that as an 
example—those earnings would be in Belgian currency ? 

Mr. Vanper Cuiute. Those earnings are kept in Belgium for the 
purpose of promoting markets over there. These came from the 
transportation end. 

The Cuatman. These come from the Liberian-flag operations 
mainly ? 

Mr. Vanper Cuiute. Yes, sir. 

The Cuatrman. And they are deposited in the United States? 

Mr. VANbER Ciute. Yes, sir. 

The Cuarrman. And they are not subject to taxation, naturally, 
until you declare dividends. Then they are plowed back into the 
mother company. 

Mr. Vanper Crute. That is correct. 

The rate differential between foreign and domestic marine insurance 
is negligible, with the London market being about one-eighth of 1 per- 
cent under the American market. As a matter of good business, Gulf 
insures about 50-50 in the American and London markets, except that 
all protection and indemnity insurance is placed with American 
concerns. 
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5. Gulf Oil Corp. owns or has an interest in only four foreign cor- 
porations which operate vessels under foreign flags. These corpora- 
tions are: 

(a) Afran Transport Co., incorporated under the laws of the Re- 
yublic of Liberia on February 21, 1949, with all of its capital stock 
issued to Gulf Oil Corp. There are no residence requirements for 
officers, directors, or stockholders, and the annual stockholders’ meet- 
ing is held in Pittsburgh, Pa., on the first Wednesday in March. 

(6) Kupan Transport Co., incorporated under the laws of the Re- 
public of Liberia on February 21, 1949, with all of its capital stock 
issued to Kuwait Tankers, Inc., a Delaware corporation, whose capital 
stock is owned 50 percent by Gulf Oil Corp., and 50 percent by the 
Atlantic Refining Go. There are no residence requirements for the 
officers, directors, or stockholders, of Kupan Transport Co., and the 
annual stockholders’ meeting is held in Pittsburgh, Pa., on the first 
Wednesday in March. 

(c) Guif Oil (Belgium) S. A., incorporated under the laws of 
Belgium on June 20, 1933, with all of its capital stock, except 6 
bearer shares, issued to Gulf Oil Corp. Belgian law requires a mini- 
mum of 7 shareholders and that qualification shares (5 shares for each 
director and the Commissaire) be deposited in Belgium. The 6 bearer 
shares are issued to H. G. Meador, W. L. Naylor, F. C. W. Paton, 
David Proctor, S. A. Swensrud, and R. F. Temp, Jr. 

The annual stockholders meeting is held in Antwerp, Belgium, on 
the third Tuesday in May. 

There is no public offer or trading in the stock of any of these 
companies and we know of no law or regulation either United States 
or foreign which requires the “registration” of such stock. 

(d) The British American Oil Co., Ltd., incorporated under the 
laws of the Dominion of Canada in 1909. Gulf Oil Corp. owns 57 
percent of its outstanding capital stock, which is traded on both the 
American Stock Exchange and the Toronto Stock Exchange. Conse- 
quently, registration statements and other required reports have been 
filed with the Securities and Exchange Commission. We know of no 
residence requirements for directors, officers, or stockholders and the 
annual stockholders’ meeting is held in Toronto, Ontario, Canada, on 
the fourth Tuesday in April. 

6. Not only from a general business standpoint, but in the interests 
of national economy and defense, Gulf has always been keenly aware 
of the necessity for maintaining a modern and efficient United States 
merchant marine. Our concern in this matter is demonstrated by our 
policy of maintaining an excess of United States-flag tonnage of at 
least 20 to 30 percent above average requirements, plus the extensive 
new building program upon which we have embarked. 

Almost without exception, Gulf’s United States-flag tanker fleet 
was built during World War II and is showing increasing signs of 
obsolescence. For many months we have been studying a program 
to economically replace and increase the capacity of this fleet so 
as to improve, to the greatest extent possible, our facilities for opera- 
tion under the American flag. This could be accomplished by either 
reconditioning and enlarging existing ships or the construction of 
new vessels. 

In order to recondition our existing fleet prohibitive capital ex- 
penditures, as compared to investment, would have been required, but 
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the vessels themselves still would have been of World War II vintage 
with a limited life expectancy. On the other hand, the cost of new 
construction of equivalent tonnage would have been exorbitant unless 
some method could be found for utilizing the investment in existing 
ships. 

o solve this problem the “trade-in and build” program was sug 
gested by Congress and the Maritime Administration. After full 
and complete consideration bearing in mind the speed requirement of 
18 knots on 80 percent of normal horsepower and the trade-in allow- 
ance, we came to the conclusion that this program offered us no in- 
ducement. 

Conversely, the benefits available to us under the “trade-out. and 
build” program offered considerable attraction. The privilege of 
transferring, upon replacement, certain of our obsolete vessels to for- 
eign flag made it possible for us to justify the program we entered 
into because we would then be able to transfer the old ships when cir- 
cumstances required. If this were not so, we would have had no 
choice but to repair the oldest ships and restrict our new building. 
This would have diminished the benefits toward the modernization of 
our, and the Nation’s, United States merchant marine. 

The CrHatrman. Now, in all these cases in your particular com- 
pany, in every case in the trade-out and build program, new ships— 
the construction of new ships was involved ? 

Mr. Vanpver Ciute. That is correct, sir. 

The CHarrMan. In other words, it was a package that was brought 
to the Maritime Administration that if we are permitted to trade our 
X number of ships, we will build X number of ships. 

Mr. Vanper Ciute. May I say this, Senator Magnuson? We did 
not approach the Maritime Administration. The Maritime Adminis- 
tration was hot on our trail during the trade-in and build, and we did 
have an application in with some old ships. There were many times 
that Admiral Ford and Mr. Mooney were down to convince us to see if 
we couldn’t be ahead with this thing, and 3 or 4 of the ships we had 
in that application were built in 1936, they were small, and they 
induced us to take those out of the application because they said they 
would be of no value in the reserve fleet. We finally did that and 
substituted another T-2. As far as the other program is concerned, 
after we couldn’t come to agreement on the trade-in and build, they 
came to us and said how about you fellows getting going and building 
some new ships so we can modernize the American merchant marine. 
We will offer you as an inducement to build, the transfer out of some 
of these T-2’s. It wasn’t us going to them and asking them for 
this deal. They came to us and offered it to us to induce us to pro- 
ceed with the building program, and it was one of the elements that 
we very seriously considered, because the best and all I can give you 
is you like to save money for a rainy day. 

When we consider this deal, what are we going to do with these 
old ships? Well, when circumstances arise where we have to dis- 
pose of them some way or another, we figured it would be better to 
transfer them out to our subsidiaries, or otherwise, as far as that is 
concerned, rather than destroy them and put them on the junk heap. 
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If we had to keep them, then we were going to keep old ships, we 
would have to put repairs in, spend a couple of million dollars on a 
bunch of old ships. We would have this inducement to get in a posi- 
tion to build new, faster, and more economical ships. 

The Cuarrman. I understand that, but why wouldn’t you have 
to do the same repair work even when they are flying a foreign tlag? 

Mr. Vanver Ciute. You have cheaper expenses, you can run them 
cheaper than United States flag, which would justify keeping them 
in operation. 

The Cxuarrman. If work was needed on the old ships, it would 
have to be done whether flying a foreign flag or not? 

Mr. Vanper Cuivre. The work would be done at a cheaper rate. 
It would have to be done in a foreign yard where you sould get it 
done at one-third the cost and the operating expenses would be ter- 
rifically lower. 

The Cxatrman. Your position is that without the trade-out—or 
with the foreign flag, rather—the salvage is going to be much, much 
cheaper all around, repairs, maintenance, reconditioning, operation, 
and the whole thing. 

Mr. Vanper Crvre. That is correct. 

The CHarrman. Whereas, if it stayed under the American flag, 
you say the cost as far as your people are concerned would have been 
prohibitive? 

Mr. Vanper Cuiute. Close to prohibitive to this extent: You would 
have to keep some ships running and service customers at a loss, in- 
stead of building new and more economical ships and bringing them 
up to snuff and up-grading the fleet. 

Certainly the trade-out and build policy has greatly accelerated 
Gulf’s new construction program. For example, our announced pro- 
jected United States flag construction amounts to $114 million. Even 
assuming that each existing United States flag-tanker had been recon- 
ditioned and new vessels to meet increasing requirements had been 
built, only a portion of this sum would have been invested and the re- 
sulting benefits to the merchant marine would not have been appre- 
ciable. The incentive granted by the United States Maritime Ad- 
ministrator’s policy not only has enabled us to up-grade the United 
States merchant fleet by increasing the size and speed of new tankers, 
but has prevented an unnecessary economic loss in allowing obsolete 
and inferior vessels to be transferred foreign. 

This is true, because the low foreign costs will permit an economical 
reconditioning of these obsolete World War II vessels and extend 
their life in foreign service so that earnings from these sources can 
be used to some extent in offsetting the increased costs of the United 
States-built vessels by which they were replaced. We endorse the 
trade-out and build program as a boon to the United States merchant 
marine. 

7. It is our considered opinion that vessels transferred to foreign 
registry under the trade-out and build program as restricted in agree- 
ments with the Maritime Administration and manned by foreign 
crews can reasonably be considered as under effective United States 
control. 

May I say for the benefit of Senator Butler that the 9 jumbo jobs 
and the 10 ships that we are building will be built at Sparrows Point, 
in the fair State of Maryland. 
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The Cuamman, We will place in the record the tables at the end 
of your statement. 
The tables referred to follow :) 


ScHEDULE 1-A.—Tankers owned and operated by Gulf Oil Corp. under United 
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ScHEDULE 1-B.—Tankers owned and operated by subsidiary or affiliated 
companies of Gulf Oil Corp. 
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SCHEDULE 1—B.—Tankers owned and operated by subsidiary or affiliated 
companies of Gulf Oil Corp.—Continued 
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The Cuarman. I don’t want to ask any questions on this matter of 
effective control. I think we have covered that pretty well. 

Mr. Vanver Cuvre. I might add on that, Senator, during World 
War II we did have Belgian-fiag ships. Those ships ran all during 
the war with their crews, did marvelous service—one was sunk, tor- 
pedoed, and after the war they were transferred back. 

The Cuarrman. I think we will go into that later with the Navy, 
because there seems to be some question in controversy as to what ef- 
fective contro] means in these cases. 

I wanted to ask this: Generally speaking, your United States-flag 
ships operate in domestic trade, is that correct ? 

Mr. Vanper Ciute. Yes, sir, coastwise. 

The Cuamman. And that seems to be the pattern of all of the ship- 
ping companies, the oil shipping companies. 

Mr. Vanpver Cuurte. The reason Saine we won’t operate a foreign 
flag in coastwise trade. 

he Cuarrman. If this program that you highly endorse would be 
continued at its present pace, would not this be the end result, and I 
am not judging whether the end result is good or bad. There is a 
difference of opinion on that. We would have American-flag ships in 
this particular type of trade only for our domestic needs and our 
coastal needs, and all our oil operations, tanker operations on the high 
seas and throughout the world would be under foreign flag. Wouldn’t 
that be the end result ? 

Mr. Vanper Crure. That is very possible, in view of the competi- 
tion in the market, and in order to meet competition that would be a 
natural sequence. 
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The Cuarrman. I understand the reasons you give, but the net re- 
sult, if this would continue to be, according to your plans and the 
plans of the others, in the same general way, that we can look forward 
to having the American flag only in our coastal and in our domestic 
operations, but that in all tanker operations throughout the world the 
American flag will be absent, and foreign-flag tankers would be used 
in that operation, although the companies owning the ships might be 
wholly American owned. That would be the net result. 

Mr. Vanover Cuivre. That is a very’ possible result. The only time 
you would take the United States flag—and they will run, there is no 
doubt, when you have excess tonnage on the coast. 

The Cuarrman. Occasionally, one might go off on a route. 

Mr. Vanper Cuivre. Oh, yes. 

The Cuarrman. But, generally speaking, that is now the plan of 
all of the other companies. 

Mr. Vanover Cuivre. I can’t speak for the other companies, but I 
would say it is a natural sequence if they wish to remain in a competi- 
tive market. 

The Cuarrman. So that the American flag won’t have much chance 
to be in tanker competition except in our own domestic coastwise trade. 

Mr. Vanper Ciure. When it comes to pricing yourself out of busi- 
ness, then I am afraid you are right, sir. If our competitors get to 
the point—— 

The Carman. I think you will agree that poses the problem. 

Mr. Vanper Civure. That is the problem. When you get your 
competitors to a point where a quartermaster makes $7,000 a year, 
then we can meet that competition with United States-flag ships. 

The Cuarrman. I think that poses our problem, and the chairman 
has stated on many occasions, as you know, that we agree to this 
trade-out and trade-in program of the Maritime Board on the basis 
that there was in many cases a justification of doing this in order to 
get us going for a more modern fleet. I think our real problem is 
now that if it continues at the pace it is going, the net result, I think 
we can all see, whether or not that is good or bad for the welfare 
of America or the merchant marine—that is our problem. 

Of course, there are extremes on both ends. The bill I introduced 
was merely to pose the question. It is the drastic other end of it—it 
also has been suggested that we limit this trade-out program, or slow 
it up a little so that somebody might sharpen their pencils and see if 
we can’t create that climate of having more American-flag ships in the 
foreign trade, but that is our problem. 

I have no further questions. Counsel has a few questions. 

Mr. Luckey. Mr. Vander Clute, would you submit for the record 
at a later time—you don’t have to do it this morning—-on schedule 
1-B the vessels listed in Afran, the names of those vessels traded out 
under the trade-out and build program, if any. 

Mr. Vanper Ciute. I will answer now, sir, none have been traded 
out as yet. Our situation doesn’t call for it, and we will certainly be 
getting new ships in before we trade out old ones. 

The Cuamman. I wanted to ask this question. Do you transfer 
the ship prior to the delivery of the new ship, or at the time? 

Mr. Vanver Crue. At the present time we have only an agree- 
ment in principle that we may transfer out when circumstances war- 
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rant, and our decision is that now is the time to do it. When we come 
to the point of trading out, we will have to file a formal application 
with the Maritime Commission, and they will judge then whether or 
not they will permit us or won’t permit us. 

‘To answer the question directly, we do not transfer, or will not 
transfer out until we have new ships coming in. 

The Cuamman. I assume—— 

Mr. Vanper Cxiute. There will be no loss of jobs. 

The Caarrman. You need your tonnage operating, and it will some- 
what be correlated to the time the new tonnage will take the place of 
the old tonnage. You would have to do that, otherwise you would be 
short of tonnage. 

Mr. Vanper Cuiute. Yes, sir. 

Mr. Lucker. On these ships you are going to transfer out in the 
future that need reconditioning, do you plan on having any of that 
reconditioning done in United States yards due to the foreign lack 
of space? 

Mr. Vanper Crue. I don’t know about this foreign lack of space, 
but I would say if there is any possibility at all of having repairs 
done in the foreign yard at the prices you can get it done, to remain 
in an economical situation, the repairs will be done in the foreign 
yard, and we will utilize some of the currency in that particular 
country to pay for those repairs. 

Mr. Luckey. Are you doing repairs in American yards because 
you can’t get space in foreign yards? 

Mr. Vanpver Cuivre. No. I got an offer now of a repair in an 
Italian yard in 1959. 

Mr. Lucxry. Have you been having trouble getting space in Ameri- 
can yards? 

Mr. Vanper Ciure. None whatsoever, but maybe we were ahead of 
the parade. 

Mr. Luckey. Has anyone offered space reservations they had in 
exchange for some other consideration from you? 

Mr. Vanver Ciutre. We wouldn’t consider it if they did. 

Mr. Luckey. On page 3 you mention insurance as a cost differen- 
tial, and state later on in your statement that there is a very small cost 
differential between insurance under the American flag and insurance 
under the foreign flag. 

Insurance under the act is one of the subsidizable items. Just for 
the record, could you explain why insurance rates are pretty much 
the same when American safety standards are supposedly much 
higher than foreign safety standards? 

fr. Vanper Cuivre. I will have to take your question in reverse 
order. American safety standards, as far as we are concerned, are 
the same—whether foreign flag or United States flag. Our ships are 
insured, and to be insured they must be classed, and the majority are 
dual classed. We have Lloyds, and American Bureau. We have in- 
spection that will keep them up to snuff. 

Liberia, incidentally, is a signatory to the international convention, 

Mr. Luckey. That applies 

Mr. Vanper Cuore. I can’t answer how it applies to other people. 
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Mr. Luckey. Yesterday we had some questions concerning the setup 
of the Panamanian Corp., and for the record we would like to have 
information on the Liberian corporation, the method of incorporating. 
Is there any requirement for citizenship in Liberia for the officers, 
directors, and stockholders? 

Mr. Vanpver Ciure. We covered that in our statement. 

The CuHarrman. Incidentally, I am curious, and there must be a 
reason, why did you go to 5 ilies instead of Panama? 

Mr. Vanver Cuivre. I can tell you that very easily. Liberia we 
look upon as the godson of the United States. The flag is the nearest 
thing to the United States flag, and Uncle Sam certainly would have 
control over Liberian ships. That is the nearest thing, internationally 
I don’t know what you eall it, but it is the nearest thing in my mind 
of a protectorate, and our ships are promised to the United States 
Government any time they want them. They were a part, until it 
dissolved, of the voluntary pool. 

The CuarrmMan. But there must be some concessions in both coun- 
tries that makes it more desirable, because no one transfers to the 
Canadian or Brazilian flag or the Spanish flag—they all want to go 
to Liberia or Panama. 

Mr. Vanver Crute. Well, flexibility of crews is one of the things. 
The Canadian flag has restrictions the same as we have in the States 
on crews. You can’t run a foreign crew under a Canadian flag, you 
have to have a certain percentage of Canadians. 

The Cuarman. Liberia has similar requirements to Panama—the 
two are about the same in their lack of requirements, if I might put it 
that way ? 

Mr. Vanper Ciute. Well, that depends on what you mean by lack 
of requirements. What kind of requirements, just what do you have 
in mind on this requirement ? 

The Cuatrman. I could operate a Panamanian ship with less re- 
quirements on its operation than I could under the Canadian flag, the 
British flag, the German, or American flag. 

Mr. Vanper Ciure. That is where you throw me, on lack of re- 
quirements. What requirements do you have in mind? If you mean 
seaworthiness, no. Liberia is a signatory to the International Conven- 
tion of Safety of Life at Sea. They have no police force, I grant 
you that. 

The Cuarrman. They have no way to enforce it at all, and they 
have no way to protect their obligation or live up 

Mr. VANDER Cagre: If you don’t live up to the provisions they can 
pull your register. 

The Cuarrman. And you couldn’t get insurance. 

Mr. Vanper Ciute. No; but they would pull the register, too. 

Mr. Luckey. You state, on page 7, that you know of no law or 
regulation of the United States or foreign which requires registration 
of your stock interest in Liberia. Do you know if Liberia permits 
corporations to issue bearer’s stock or street stock ? 

Mr. Vanper Ciute. That is beyond my concern, lamsorry. I don’t 
know. 

The Cuarrman. What is street stock, I don’t know about that? 
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Senator Butter. It is in somebody else’s name other than the owner. 

Mr. Luoxry. Are there any Liberian requirements that board of 
directors or stockholders meetings be held at any place? 

Mr. Vanver Crute. To my knowledge, they can be held any place in 
the world. 

Mr. Luckey. Are there requirements that the head office must be 
aren place ? 

r, Vanper Crore. Not that I know of. 

Mr. Luckey. Does your company utilize any of the various Govern- 
ment aids available, such as mortgage insurance ? 

Mr. Vanver Criute. No, sir. 

Mr. Luckey. Tax writeoff ? 

Mr. Vanper Cuivre. No, sir; not for any of our ships. 

Mr. Luckey. That is all I have. 

The Cuarrman. Senator Butler, do you have any questions ? 

Senator Butter. No;I don’t. I think his statement was very excel- 
lent, very enlightening, and very complete. 

Mr. Vanper Cuivre. Thank you sir. 

The Cuarrman. Thank you. Weare sorry to have kept you waiting. 

All right, Mr. Kihn. 

You have a prepared statement we will put in the record in full. 

Mr. Krun. With your approval, Senator, May I read the answers 
to — questions 2 to 7, and condense the statistics, if you will? 

he Cuarman. Yes. We will put the entire statement in the 
record. 
STATEMENT OF ALFRED E. KIHN 


Mr. Kran. My name is Albert E. Kihn, and I am president of the 
recently organized California Shipping Co., which is a wholly owned 
subsidiary of Standard Oil Company of California. This company 
was formed to manage the marine activities of Standard Oil Company 
of California’s former marine department and its wholly owned sub- 
sidiaries—California Transport Corp., a Liberian corporation, and 
California Tanker Co., a Delaware corporation. 

Since I joined the Standard Oil Company of California in 1910 
I have been directly connected with all phases of the marine operations 
of this company and of these subsidiaries. 

I am here in response to a telegram dated March 28, 1957, addressed 
to Mr. R. G. Follis, chairman of the board of Standard Oil Company 
of California, by the Honorable Warren G. Magnuson, chairman of 
this subcommittee. Mr. Follis is very sorry that he is unable to be 
present today. 

It, indeed, affords me great pleasure to represent him before this 
subcommittee and to endeavor to answer for you any questions which 
may pertain to the worldwide tanker activities of our company. For 
the purposes of this discussion, I have assumed that the committee 
is interested only in oceangoing tankers. 
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I would like at this time to answer the specific questions raised in 
the telegram of March 28, 1957, as subsequently modified. 

Answer to question No. 1: 

The oceangoing tankers owned by Standard Oil Company of Cali- 
fornia and its subsidiaries, California Transport Corp., and Cali- 
fornia Tanker Co., with the additional data required, are as follows: 


(A) Tankers owned and operated by Standard Oil Co. of California 
(16 in number) 














| | 

| | Dead- 

| weight Country of 

Name of vessel Type | tonnage registry 
(summer 
| freeboard) | 
R. OC. Stomer....../2.2/.__..-.2.....| Geared turbine... =. Sgr cscses | 17,930 | United States. 
Jt DOM. 2c the nipbanctacAbane esa’ SE eel a See 17, 920 | Do. 
Billyer I scinccahuibestattinn De a a nancial 17, 058 | Do. 
D. Collier_ ---- Soule ___.| T-2 turboelectric.- cae inet ee 16, 484 Do. 
F L Hanna... TELE SPSL ees uaahe oupieun wae 0 tees seef 16, 470 | Do. 
J. H. MacGaregill_. Sa ca tela OE nid abet cudilitdinilen ede tanaas | 16, 479 Do. 
Fore tueenep. co. 0.2--. 2.2 Seog h FC oa sk 3 SE URE eRe coat ccesen eS y 16, 610 Do. 
Idaho Falls. ___-- éderdsccesedipiai tan aut Qlicakocdutdhansodsliel th eueael -| 16, 537 Do. 
0 SE ee I a De Ree ieee tae 16, 620 Do. 
Pu@. Beyer. sd sil. fom | Geared turbine. bolt hbnscubcscb geese) 12, 704 Do. 
ie dias cudaesngand indie can: hota ih ae celibate lin: ake | 12, 680 Do. 
Ws Sib BNNs bulls cen ccdn de decuacen Gal hp a tie tical erie amd a uncnges 12, 700 Do. 
M. E. Lombardi-_-__.-_-_---- anal ~OMesage dts chs bad bce 7, 692 Do. 
California Standard _- aghcaielo-» sal ad ish neck he ake conan aeckias one 4,175 | Do, 
Cath Boat eee ahed a ha dia cvnbbietilea Seats | 4, 039 Do. 
Alaska Standard... .....-----_-.-- -| Dheustelectr ies: 6 cnet 1, 692 | Do. 
| 





(B) Tankers owned and operated by California Tanker Co. (3 in number) 





j 
| Dead- 
| weight Country of 
Name of vessel Type tonnage registry 
(summer | 
| freeboard) | 
| 
Clarke’s Wharf. __-- T-2 turboelectric._____- Pe 16, 605 | United States, 
Fort Mims. -...----- gsee Bak aackian td «4h et 16, 718 | Do. 
Rock Landing. _-_--- i vebe 5 Ms hea hal Siete etek gun taats 16, 738 | Do. 


pois x ogee gay ial i Pi i] 


Tankers owned and operated by California Transport Corp. (7 in number) 


| 








Dead- 
weight Country of 
Name of vessel Type tonnage registry 
(summer 
freeboard) 
T. S. Petersen. . Geared turbine___- ; 28, 074 | Liberia. 


Gage Lund... : 00 28, 074 Do. 
Robert Watt Miller______- . .do J tas re 28, 074 Do. 
Paul Pigott Se ABTS RS et RAS Rape PR ye eae 1S 28, 074 Do. 
Atholl McBean ..-d0 28, 074 Do. 
A. N. Kemp-- Feng sabe bc ee | 28, 074 Do. 
E' J. McClanahan_________- : .do 18, 180 Do. 
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(C) Tankers contracted or projected for construction in the immediate future 


(1) STANDARD OIL COMPANY OF CALIFORNIA (1 IN NUMBER) 





Dead- 

weight 

Name of vessel Type tonnage | To be built in— 
(summer 

freeboard) 








New Alaska tanker (unnamed). -.-- Wes OR ET gecko 3,100 | United States. 








(2) CALIFORNIA TRANSPORT CORP. (5 IN NUMBER) 





Hull 202 (unnamed) -_-............_. Geared turbine........._.._.- oe 65,000 | Sweden. 
Hull 204 (unnamed) ............-_._}--_-. Re Ae So ee Mee lo. ea 65, 000 Do. 
Hull 206 (unnamed). ---..........._}_.--. TEES eee aS 75, 000 Do. 
Hull 1502 (unnamed). ---.-....-_.--|-...- Bere eee 40, 500 | Japan. 

Hull 1503 (unnamed) -_........_...-_}_.__. RE RET SE See Cie ee eee 40, 500 Do. 











The CuatrmMan. Those operated under the American flag, for pur- 
poses of the record—you have some small ones, I see, very small 
tankers, that is all coastwise trade? 

Mr. Kin. It is coastwise including British Columbia and Alaska 
and Central America, and the Hawaiian Islands. 

The CuatrmMan. Hemispherical trade? 

Mr. Kiun. Yes, sir. 

The answer to question No. 2: Six of the above-listed Liberian-flag 
vessels were constructed in the United States. They were registered 
under the laws of Liberia in order to place them on a competitive 
basis with other foreign-flag vessels in the transportation of petro- 
leum in world trade. The seventh California transport vessel was 
built in the Netherlands and is operated under Liberian registry for 
the same reason. 

It is estimated that tankers can be built currently in foreign yards 
at between 70 percent and 80 percent of the cost in American yards. 
We estimate that they can be operated in foreign trades at about 
75 percent of costs of United States-flag vessels. 

The Cuatrman. We have several different figures, and I presume 
each company would have different operations, but your 75 percent is 
higher than the other testimony. 

Mr. Kran. I think the figure is turned around a bit. We have 
used there 75 percent of the cost of the United States vessels, where 
the others were in terms of 40 percent less than the American 
vessels. 

The Cuatrman. Oh, I see. 

Mr. Kran. I think our figures are a little higher than the other 
witnesses. 

The CuatrMan. Go ahead. 

Mr. Krun. Answer to question No. 3: California Transport Corp. 
is the only one of these three companies having oceangoing vessels 
of foreign registry. California Transport Corp. was organized in 
1950 under the laws of Liberia and is subject to United States tax 
on income from United States sources. Its earnings from the opera- 
tion of its ships are exempt from United States tax but are subject 
to regular United States corporate income tax rates when distributed 
as dividends. 
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During most of its existence, California Transport Corp. has been 
heavily in debt for purchase of ships, and most of its earnings have 
been applied to the liquidation of ae loans and otherwise for the 
purchase of vessels. A dividend of $5 million was paid by California 
Transport Corp. in 1952, and taxed by the United States at 54 per- 
cent when received by the parent company. Any available cash on 
hand and awaiting application to ship purchase has been invested in 
United States Government securities, the income from which is sub- 
‘ject to United States tax. 

It is the present policy of California Transport Corp. to build 
a sufficient number of tankships for foreign registry to cover part 
of its worldwide petroleum transportation requirements. There are 
no present plans for any of these companies to transfer United States 
registered vessels to foreign registry. As to construction and opera- 
tion of vessels under foreign registry, as mentioned previously in 
answer to question No. 1 (C) (2), five tankships are under contract 
to be built for operation under foreign registry. 

The Cuamman, In your case, you have no plans as of now, to trade 
out, but you are going to build ships for foreign registry ? 

Mr. Kiun. That is correct, sir. 

The answer to question No. 4: Irrespective of the flag 

The Cuarrman. Do you say where they are going to be built? 

Mr. Kin. Yes, 3 in Sweden and 2 in Japan. 

The CHatrman. And they will be built for foreign registry and 
operation ¢ 

Mr. Kran. Yes, sir. 

Irrespective of the flag of registry of the vessels, Standard Oil 
Company of California and these subsidiaries now self-insure a sub- 
stantial portion of the value of their tankers. At present, no war-risk 
insurance is carried. However, a catastrophe type of policy is carried 
under which there is no cost differential between American- and 
foreign-flag vessels. 

Answer to question No. 5: In the case of California Transport 
Corp., all its issued capital stock was subscribed for and issued to 
Standard Oil Company of California. All such stock is common stock 
with no par value. The stock was issued in compliance with the ap- 
plicable Liberian laws. 

Annual stockholders’ meetings are held on the third Tuesday in 
February in the United States. The Liberian law contains no re- 
quirements with respect to the residence and/or citizenship for officers, 
directors, and stockholders. All officers and directors are United 
States citizens. 

The Carman. In this particular case, if I buy stock in Standard 
of California, I am also purchasing a part of those assets and would 
be a part of the foreign corporation, the Liberian corporation ? 

Mr. Kran. I believe that to be true. 

The answer to question No. 6, which is if any agreements have been 
entered into with Maritime Administration for transfers or sales of 
vessels to foreign registry, please advise the committee where con- 
struction would have been agreed upon—the answer is there have 
been no such agreements entered into with the Maritime Adminis- 
tration. 
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The answer to question No. 7 as to the effective United States con- 
trol is as indicated previously, we have no such agreements with the 
Maritime Administration. 

The Cuarrman,. Well, your situation, Mr. Kihn, is a little bit differ- 
ent than the others, in that you need your present tonnage under the 
American flag, and what your future program calls for is more tonnage 
in foreign competition, which you are going to go out and build 
directly all 

Mr. Kran. That is right, sir. We also contemplate building for the 
United States flag. 

The CHarmman. Then you would probably apply either on the 
trade-in or trade-out provisions / 

Mr. Kran. Not necessarily, sir. 

The CuarrmMan. Well, you might on some of those old ones. 

Mr. Kuan. Well, we might. 

The Cuairman. Some of them are getting pretty old. 

Mr. Kran. Yes, we have 1 or 2 that go back about 18 years. 

The Cuairman. Of course, those smaller ones, they are more adapted 
to the coast wise trade. 

Mr. Kin. Well, one of those is to be replaced in the United States 
next year, in fact. 

The Cuairman. You would build that in a United States yard? 

Mr. Kirin. And the old vessel will probably be scrapped. 

The Cuairman. I have no further questions. Now, Senator Butler? 

Senator Butter. No, thanks. 

Mr. Luckey. In answer to question No. 4, Mr. Kihn, you state that 
no war-risk insurance is carried, however a catastrophe type is car- 
ried. Could you elaborate on that ? 

Mr. Kinn. Well, the company self-insures its vessels up to $2 mil- 
lion, and anything above that is covered by insurance. 

Mr. Luckey. And there is no difference in rate between the foreign- 
and American-flag vessels. 

Mr. Krun. That is correct, sir. 

Mr. Luckey. In answer to question 7, you say you have no such 
agreements because you haven’t any ships traded out in your Liberian 
fleet. What about the ships you have in your Liberian-flag fleet, do 
you feel they are under effective United States control ? 

Mr. Kran. I believe they are under reasonably effective United 
States control, yes, sir. 

Mr. Luckey. You are not restricted by law or by contract as to the 
operation of those fleets, are you—the ships that. were never traded 
out ? 

Mr. Kiun. No, sir. 

The Coamman. What crews do they have? 

Mr. Kran. Italian—altogether Italian. 

The Cuarman. I have no further questions. Thank you, very 
much. 

Mr. Kran. Thank you, Senator. 

The Cuatrman. Now, Mr. Strohmeier, we will be glad to hear from 

ou. 

This will be the last witness today. 
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STATEMENT OF DANIEL D. STROHMEIER 


Mr. Srroumerer. My name: is Daniel D. Strohmeier. I am vice 
president of the Bethlehem Steel Co. in charge of its shipbuilding 
division. I appear before your committee in response to a telegram 
from your chairman requesting my presence, “to discuss acquisition 
and disposition of space reservations for tanker construction and any 
other phases of Government policy on trade-ins and trade-outs or re- 
placement program you care to discuss.” I shall confine my remarks 
to the tanker program. 

When I appeared before your committee 2 years ago, the shipbuild- 
ing industry in this country was at a very low ebb—so low, in fact, 
that its capacity for rapid mobilization was a matter of grave concern 
to some. Today, I am happy to say, our industry is far stronger, 
thanks to the fact that it can look forward to one of the greatest 
peacetime programs in its history. 

Two factors have brought tbout this condition. The first, of course, 
is the world demand for ships which has filled foreign yards to 1962 
and beyond, and recently touched the shipyards in this country. The 
second, and equally important, is recent legislation relating to trade- 
ins and ship-mortgage insurance together with a wise and enlightened 
administration of these and related matters by the Maritime Admin- 
istration. 

In the case of my company’s shipyards, our current tanker pro- 
gram of 50-odd ships includes 30 ships under American flag with the 
balance divided between Panamanian and Liberian flags. Of the 30 
American-flag ships, virtually all are being constructed against trade- 
outs of old ships. A few of these are also being built under the ship 
mortgage insurance program. 

It is my judgment that without the Maritime Administration’s 
policy regarding trade-outs, few if any of our 30 American tankers 
would have been ordered. In such an event, all of our work could 
have been handled in only one of our shipbuilding yards instead of 
three as at present. 

The Cuarrman. Of course, in that case I think it. must be remem- 
bered that all of these programs that you speak of. we considered 
very carefully. It was the combined-effort of all of us to:see what 
could be done, and in which the industry participated, too, many 
times here as witnesses. 

We have tried to approach this problem, all of us with the same 
objective in mind, and the result has been that we do have programs 
going which you speak of. 

Mr. Srroumeter. I think everyone concerned with the program 
should be complimented on bringing about the results. 

Senator Burier. As a matter of fact, we took three bites at the 
mortgage insurance program before we got one that would work. 

Mr. Srroumeter. Furthermore, we would not have had enough vol- 
ume to place tanker construction on the west coast. As you know, we 
now have at least four tankers to build there in the current program. 
They represent the first significant commercial shipbuilding. pro- 
gram on the west coast since before World War I. 
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The Cuarrman. Let me ask you this question: A California Con- 
gressman yesterday said that western shipyards had not been 
modernized to build larger vessels because of the domination of Pacific 
coast shipyards by eastern interests, and I am wondering if you ‘have 
anything to say aboot that, or any comment to make. 

Mr. Srroumeter. Senator, we are in business to do business. We 
don’t maintain shipyards to keep them idle. 

The CHarrMan. W 


you had anything to say on it. 

Senator Burrer. Did he make any statement about the 6 percent 
differential ? 

The CuatrmMan. Well, I would have joined with him if he had made 
that statement, it would have been a joint statement. 

Go ahead, Mr. Strohmeier. 

Mr. Srroumeter. I appreciate that the trade-out program has come 
under criticism in some quarters, principally on the grounds of re- 
duced American employment—that is, seagoing employment. + Well, 
let’s look at the other side of the coin. 

In the first place, the vessels transferred are old and approaching 
obsolescence. Their ability to provide employment under the trade- 
out program will not only provide immediate shipyard jobs, and jobs 
among the material suppliers and vendors, but in addition will pro- 
vide a long period of seagoing employment. 


Let us consider, for example, a new 32,650-ton tanker built to  re-: 


place two 15-year old 'T-2’s. The new ship will provide about 500 
man-years of shipyard employment plus another 500 man-years of em- 
ployment by the material supphers and vendors. 

In addition, the vessel will provide about 1,100 man-years of sea- 
going employment. Thus, a new 32,650-ton tanker will provide 2,100 
wan-years of direct employment. The two T-2’s, on the other hand, 
will provide about 450 man-years of employment over their remain- 
ing life of, say, 5 years. 

Thus, the new ship under the trade-out program will provide more 
than four times as much employment as the replaced vessels. Fur- 


thermore, being modern and up-to-date, it stands a better chance of 


not being laid up in hard times. 

There is another favorable aspect to the trade-out program that I 
think is generally overlooked, An old ship under foreign flag com- 
mands a substantially higher sales price than it does when under Amer- 
ican flag. By permitting flag transfer in return for construction of a 
new American-flag ship, we are in effect obtaining a foreign subsidy 
to build American ships. I consider this novel and refreshing. 

As to the matter of “acquisition and disposition of space reserva- 
tions for tanker construction,” we operate on the basis of first come, 
first served. We are in the business of building ships and not selling 
space for speculation. Naturally, in the process of concluding a con- 
tract to build a tanker, there comes a time in the negotiations when 
we will reserve space in advance of a ‘final, firm contract. 

That time is when the shipowner has convinced us to our own satis- 
faction that he intends to place a contract with us, but first needs firm 
assurances as to price and delivery so as to conclude such essentials as 
financing, chartering, and/or other prerequisites. 


ell, he made quite a strong statement yesterday ' 
about it, and I thought this would be a good chance to clear it up, if 
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In other words, we reserve space only when we believe doing so will 
assist in concluding a contract peuniplly. All of the ships in our pro- 
gram are being built for the same interests that first obtained their 
promised deliveries from us. 

I thank you for inviting me to appear before your committee. 

Senator Burier. You couldn’t make a ship contract otherwise, 
could you—a fellow must have some idea that the ship is going to be 
built and when it will be completed or he couldn’t make his Similon or 
other arrangements. 

Mr. StroHMEIER. We have never had anyone come in to us and buy 
a ship like a pack of cigarettes. He has to have something from us, 
definite, on which to work on. The nearest thing to a direct purchase 
perhaps is the case of the American oil companies, but even in those 
cases, we discuss what we can do with the marine department. They 
have their boards of directors to discuss the matter with—— 

The Cuarrman,. And building a ship isn’t like buying a product. 
There are long preliminary negotiations, and the relationship between 
the contractor and the contractee that don’t exist in any other partic- 
ular business. It is a different thing altogether. 

Mr. Srroumeier. That is correct. 

The Cuarrman. And there has to be some sort of—sometimes you 
men have gentlemen’s agreements in working on these problems. That 
is the only way you can build them and get them the way you want 
them. 

Mr. Srroumeter. That is correct. 

The Cuatrrman. Thank you very much, Dan. 

Mr. Srronmeter. Thank you, Senator. 

The CuarrMan. Counsel has some questions on the ships being built 
in relation to trade-outs, and if you will give them to him, he can 
put them in the record. 

We will recess until the call of the Chair. 

(Whereupon, at 11:52 o’clock a. m., the subcommittee recessed to 
reconvene at the call of the Chair.) 
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TUESDAY, AUGUST 20, 1957 


Unrrep Srares SENATs, 
CoMMITTEE ON INTERSTATE AND Fore1GN COMMERCE, 
SUBCOMMITTEE ON MercuHant Marine AND FIsHeRtIEs, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:30 a. m., in 
room G-16, United States Capitol, Senator Warren G. Magnuson 
(chairman) presiding. 

The Cuarrman. The committee will come to order. What we are 
trying to do today is to complete our hearings on the whole problem 
of foreign flag transfer and there are various bills in the committee 
on which the subcommittee has held hearings, involving the sale of 
ships to foreign countries. I think there are some 20 bills, and the 
whole problem is involved in whether or not we are going to trans- 
fer ships or not. We started some hearings on this matter some weeks 
ago, but didn’t have the chance to conclude them. So we want to 
wrap that up today, and we have the chairman of the Maritime Board, 
Mr. Morse. 

In calling this hearing on my bill, S. 1488, I want to repeat my belief 
that tighter regulations to govern the transfer foreign of American 
vessels are required to preve nt reduction of wor king opportunities for 
American seamen and to insure that there is a maintenance of a core 
of well-trained seamen for national defense if an emergency should 
arise. 

My bill sharply restricts the transfer foreign of dry cargo ships 
and tankers and I hope that by its restr ictions vessels transferred to 
countries of lesser social and safety standards than those of the 
United States will not bring about reduction of shipping opportunities 
for United States-flag vessels. 

As I have contended for a long time, a sampling by the Maritime 
Administration of key personnel and unlicensed personnel aboard 
such transferred ships show that there is a startling situation in the 
small number of American citizens serving among the crews of foreign- 
flag ships. These vessels represent Honduran, Liberian, and Pana- 
manian flags. 

Surveys “of the crews of 95 ships operating under these “flags of 
convenience” disclosed that out of a total of 191 vessels there were only 
144 United States officers, and out of a total licensed personnel of 
1,145 there were only 65 American citizens in key positions of master, 
chief engineer, or radio operator. 

Of more than 4,000 unlicensed personnel on those foreign ships there 
were only 25 United States citizens among them. 
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The Maritime Administration advised me that in the survey of 
the 95 crew manifests examined, 35 were found to have total crews of 
one particular nationality. On boats flying the Liberian flag, 4 tankers 
had complete Dutch crews and 16 tankers complete crews of Italians. 
Of 15 tankers flying the Panamanian flag, 6 had complete British 
crews and 9 had complete Italian crews. 

The Maritime Administration told me that the 191 ships flying 
“flags of convenience” are subsidiaries of United States parent ship- 
ping companies and that in all a total of 412 ships carrying commerce 
from United States ports are plying the international waters flying the 
“flags of convenience.” 

I have disagreed sharply with those who contend that vessels flying 
foreign flags can be counted as effectively under “control of the United 
States” in time of emergency. I disagreed with that assumption be- 
cause I believe that in time of emergency the foreign-controlled ships 
cannot definitely be counted as coming to the aid of the United States. 
And that, I believe, is upheld by the Maritime Administration sam- 
pling surveys. 

The American merchant marine should be strengthened, manned by 
American citizens, and the number of tankers and merchant ships 
increased, for that is the only way our merchant marine ever will be 
“under effective United States control.” 

We ought to do it now and not risk waiting until the emergency 
happens for that may be too late. 

Mr. Morse. Good morning, gentlemen, we have a prepared statement 
which we have submitted. I have a short summary. 

The Crarrman. Do you want to read the whole statement ? 

Mr. Morsr. No, I have a short summary which I would like to read 
into the record. If it is permissible I would like to submit my written 
statement for the record and just give a short summary. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ON BEHALF OF THE DEPARTMENT OF COMMERCE AND THE 
MARITIME ADMINISTRATION 


Mr. Morse. The bill, S. 1488, would amend section 9 of the Shipping 
Act, 1916, relating to the transfer of ships or interest in ships to foreign 
documentation or ownership, and sections 501 (a) and 804 of the Mer- 
chant Marine Act, 1936, which relate to application for construction- 
differential subsidy and to subsidized operators acting as agents for 
foreign-flag vessels. 

The proposed amendments to section 9 of the Shipping Act, 1916, 
would amend the section to prohibit the selling or mortgaging or 
transfer foreign or any vessel owned by citizens and documented under 
United States laws without the unanimous approval of the Maritime 
Board, and only if it found that a series of requirements were met. 
These requirements would so limit the owner's rights in his ships that 
citizens would hesitate to acquire vessels. The net effect would make 
it practically impossible during the useful life of the vessel to fulfill 
all the new conditions which would be required for transfer foreign of 
registry and ownership. The effect would be to prevent transfers 
foreign, except possibly of hulls suitable only for scrap. This would 
seriously discourage United States citizenship documentation and 
United States citizen ownership of vessels. 
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One of the attributes of ownership is the right to dispose of the prop- 
erty. It is only in respect of vessels built with the aid of construction- 
differential subsidy that the merchant marine laws require continuous 
documentation of vessels (20 years) under the laws of the United 
States and, in respect of these vessels, section 611 of the Merchant 
Marine Act, 1936, provides that the owners may transfer the vessels 
foreign if the United States breaks its operating-differential subsidy 
contract without cause. The amendment would not, of course, affect: 
these vessels. 

The great majority of the vessels now in the American merchant 
marine were sold under the Merchant Ship Sales Act of 1946. Section 
4 (a) of that act expressly provided that contracts for the sale of vessels 
under that act should not restrict the lawful use or operation of the 
vessels. While the act of February 27, 1948 (Public Law 423, 80th 
Congress) , prohibited any further sale under the Merchant Ship Sales 
Act of 1946 to noncitizens it placed no limitation on foreign transfers of 
registry or ownership by citizen purchasers of vessels under the act, 
leaving these transactions subject only to the general law as to transfers 
foreign. 

The Department in the past has held to the position that the with- 
holding of its consent to the transfer of registry or sale of the vessel 
for reasons not involved in considerations of national policy and na- 
tional defense would exceed the authority intended to be delegated 
to it by the Congress. Administration of this section has covered 
periods of rapidly changing circumstances, both as to the needs of 
our merchant marine and as to national defense considerations. The 
requirement of departmental approval has permitted administration 
of control with a degree of flexibility to meet changing conditions 
which would not have been possible under a series of detailed restrie- 
tions. 

The Department does not believe that this amendment, which would 
in substance be a prohibition on transfers, would be in the interests of 
the long-range merchant marine policy of the United States. Such 
an amendment would tend to discourage capital investment in the 
merchant marine and would be an unjustified and unwise restriction 
on the right to dispose of private property. 

Section 2 of the bill would amend section 501 (a) of the 1936 act 
to prohibit approval of an application for construction-differential 
subsidy if the applicant owns or operates any foreign-flag vessel 
which competes with American-flag service on an essential trade route, 
unless the Board by unanimous vote determines that special circum- 
stances warrant a waiver. This provision would restrict the oppor- 
tunities of the Board to carry out the policy stated in section 101 of 
the act, and is likely to result in the operation of fewer vessels under 
the American flag. 

Section 3 of the bill would amend section 804 to require the unani- 
mous vote of the members of the Board for the granting of a waiver 
of the prohibition against a subsidized operator acting as agent for or 
operating a foreign-flag vessel in competition with an Amer can-flag 
vessel on an essential trade route. The bill is not clear as to whether 
it would place in the Board the functions now exercised under the 
section by the Secretary of Commerce in the administration of operat- 
ing-differential subsidy contracts. 
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One of the fundamental purposes of Reorganization Plan No. 21 
of 1950 was to place the responsibility for the administration of con- 
tracts in a single executive. We think this method of organization 
should not be changed. The plan does not require unanimous vote 
of the Board for any purpose, evidently because it was considered that 
a board cannot function effectively if unanimous vote of its members 
is required. 
on Department recommends against favorable consideration of the 

ill. 

The Bureau of the Budget has advised that there would be no ob- 
jection to the submission of this statement to your committee. 

(The prepared statement of Mr. Morse follows :) 


STATEMENT BY CLARENCE G. Morse, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
DEPARTMENT OF COMMERCE AND THE MARITIME ADMINISTRATION ON S, 1488 


Gentlemen, the bill would amend section 9 of the Shipping Act, 1916, and sec- 
tions 501 (a) and 804 of the Merchant Marine Act, 1936. 

Sections 9, 37, and 41 of the Shipping Act, 1916, as amended (46 U. S. C., sees. 
808, 835, and 839), are the pertinent statutes controlling transfers or sales for- 
eign of American-flag vessels. 

Section 9 of the Shipping Act, 1916, prohibits (except as provided in see. 
611 of the Merchant Marine Act, 1936) selling, mortgaging, leasing, chartering, 
delivering, and agreeing to sell, mortgage, lease, charter, or deliver, to any per- 
son not a citizen of the United States, or placing under foreign registry, any 
vessel owned in whole or in part by a citizen of the United States and docu- 
mented under the laws of the United States, without the approval of the Secre- 
tary of Commerce. 

The bill would amend this section to leave uncontrolled the leasing or charter- 
ing, and agreeing to lease or charter, any such vessel to a noncitizen of the 
United States for periods of 1 year or less; to prohibit leasing or chartering, 
and agreeing to lease or charter, any such vessel to a noncitizen for periods 
of more than 1 year without the approval of the Maritime Administrator; and 
to prohibit selling or mortgaging, and agreeing to sell or mortgage, any such 
vessel to a noncitizen, or transferring any such vessel to foreign registry, with- 
out the unanimous approval of the Federal Maritime Board which shall be 
granted only if— 

(1) The Secretary of Defense certifies the vessel would be of no value to the 
defense of the United States or to a possible enemy of the United States; 

(2) The Secretary of Commerce certifies the vessel would be of no value 
to the foreign or domestic commerce of the United States ; 

(3) The Secretary of State certifies that such sale or transfer of registry 
would be in furtherance of the foreign policy of the United States; and 

(4) The Federal Maritime Board, after public hearing, determines (A) that to 
retain the vessel under United States registry and United States citizen owner- 
ship would not be in the interest, convenience, and necessity of the people of the 
United States, and would not be necessary to the maintenance and promotion of 
an adequate United States merchant marine, and (B) that, if the vessel is sold 
or its registry transferred, it will not be operated in competition with any United 
States-flag vessel, or put in any service so as to release another foreign-flag ves- 
sel for competition with any United States-flag vessel, or operated under the 
registry of any nation that does not maintain the highest international stand- 
ards then prevailing with respect to the enforcement of maritime safety laws, 
including manning scales and crew accommodations. 

Since it would be practically impossible during the useful life of a vessel 
to fulfill all of these conditions for the foreign transfer of registry and owner- 
ship, the effect of the amendment would be to prevent all foreign transfers 
of registry and ownership except possibly of hulls suitable only for scrapping. 
This would discourage United States documentation and United States citizen 
ownership of vessels. 

On the other hand charters, including bareboat charters, to noncitizens for 
© year or less would be left uncontroled by the bill. A general order is and has 
been in effect which during peacetime grants blanket approval to voyage or time 
charters to noncitizens not exceeding 6 months in duration. Blanket approval, 
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however, is not given to bareboat charters to noncitizens. It is desirable for 
the Department to have control of all charters during wartime and of all bare- 
boat charters at all times, since a bareboat charterer controls the operation of 
the vessel. 

The basic concept of the merchant marine policy of the United States is to pri- 
vate ownership of vessels. One of the attributes of ownership is the right to 
dispose of the property. It is only in respect of vessels built with the aid of 
construction-differential subsidy that the merchant marine laws require con- 
tinuous documentation of vessels under the laws of the United States, and in re- 
spect of those vessels section 611 of the Merchant Marine Act, 1936, provides 
that the owners may transfer the vessels foreign if the United States breaks its 
operating-differential subsidy contract without cause. The amendment would 
not, of course, affect these vessels. The great majority of the vessels now in the 
American merchant marine were sold under the Merchant Ship Sales Act of 
1946. Section 4 (a) of that act expressly provided that contracts for the sale of 
vessels under that act should not restrict the lawful use or operation of the ves- 
sel. Proposals to require United States documentation of vessels purchased 
under the act for specific periods of time were rejected during congressional con- 
sideration of the measure. While the act of February 27, 1948 (Publie Law 
423, 80th Cong.), prohibited any further sale under the Merchant Ship Sales Act 
of 1946 to noncitizens, it placed no limitation on foreign transfers of registry or 
ownership by citizen purchasers of vessels under the act, leaving these transac- 
tions subject only to the general law as to transfers foreign. 

Apparently, it was recognized in the enactment of the 1916 act, and the amend- 
ments of 1918 and 1920 that no specific mandatory statutory guides could be laid 
down in section 9. The necessity for and desirability of flexibility in the ad- 
ministration of control over the foreign transfer of registry and ownership was 
recognized in the 1918 amendment (sec. 41 of the act) vesting in the Shipping 
Board authority to grant approval, either absolutely or upon such condition as 
the Board may prescribe. With respect to the imposition of any condition, the 
only requirement set forth in the statute was and is that the condition be entered 
on the records of the Board and incorporated in the notice of approval to the ap- 
plicant. The purpose apparently was to maintain control of foreign transfers 
of registry and ownership but not to impose specific restrictions or prohibitions 
thereon. 

It has been recognized that it would be very difficult to prescribe specific statu- 
tory standards or restrictions for long range application because it is difficult 
to evaluate in advance for all purposes the emphasis to be placed on private 
rights involved in ownership of vessels in the United States merchant marine in 
relation to the national interests involved including, as they do, matters of in- 
ternational policy and national defense. 

In the administration of section 9, consideration is given to the particular ves- 
sel involved, its value to the merchant fleet for national defense needs, the possi- 
bility of retaining the vessel in operation under United States registry and 
United States citizen ownership, the advantages to the American merchant ma- 
rine of retaining the vessel, the nationality of the proposed foreign purchaser, the 
proposed country of registry, and the overall effect of the proposed transaction 
on the United States merchant marine, including the possibility of obtaining re- 
placement through the construction of new tonnage. All of these factors are 
considered in relation to the declared national merchant marine policy as ex- 
pressed in the 1916 act and in subsequent merchant marine legislation. 

The Department in the past has held to the position that the withholding of 
its consent to the transfer of registry or sale of the vessel for reasons not 
involved in these considerations would exceed the authority intended to be 
delegated to it by the Congress. Administration of this section has covered 
periods of rapidly changing circumstances, both as to the needs of our merchant 
marine and as to national defense considerations. The requirement of depart- 
mental approval has permitted administration of control with a degree of 
flexibility to meet changing conditions which would not have been possible 
under a more restrictive statute. The Department does not believe that an 
amendment which would in substance be an absolute prohibition would be in 
the interests of the long-range merchant marine policy of the United States. 
Such an amendment would tend to discourage capital investment in the mer- 
chant marine and would be an unjustified and unwise restriction on the right 
to dispose of private property. 

Section 2 of the bill would amend section 501 (a) of the Merchant Marine 
Act, 1936, as amended, to prohibit approval of an application for construction- 
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differential subsidy if the applicant, or any holding company, subsidiary, or 
affiliate of the applicant, owns or operates any foreign-flag vessel which com- 
petes with American-flag service on an essential trade route, unless the Board 
by unanimous vote determines that special circumstances warrant a waiver. 
This provision would restrict the opportunities of the Board to carry out the 
policy stated in section 101 of the act, and is likely to result in the operation of 
fewer vessels under the American flag. 

Section 3 of the bill would amend section 804 of the Merchant Marine Act, 
1936, which provides that it is unlawful for any contractor under title VI or 
any charterer under title VII of the act, or any holding company, subsidiary, 
affiliate, or associate of such contractor or charterer, or any officer, agent, 
director, or executive thereof, directly or indirectly to own, charter, act as 
broker or agent for, or operate any foreign-flag vessel which competes with an 
American-flag service on an essential trade route unless the Commission for 
good cause shown waives the provisions of the section for a specified period 
of time by affirmative vote of four of its members. Under Reorganization Plan 
No. 21 of 1950, the functions under this section are transferred to the Federal 
Maritime Board if the waiver is sought before the operating-differential subsidy 
contract is entered into, and to the Secretary of Commerce if the waiver is 
sought after the operating-differential subsidy contract is entered into. The 
plan further provides that the affirmative vote of any two members of the Board 
an be sufficient for the disposition of any matter which may come before the 

oard. 

The bill would amend section 804 to require the unanimous vote of the members 
of the Board for the granting of a waiver. The bill is not clear as to whether 
it would place in the Board the functions now exercised under the section by 
the Secretary of Commerce in the administration of operating-differential sub- 
sidy contracts. 

One of the fundamental purposes of Reorganization Plan No. 21 of 1950 was to 
place the responsibility for the administration of contracts in a single executive. 
The studies made preliminary to the preparation of the Plan showed that this is 
the sound method of organization. We think this method of organization should 
not be changed. The Plan does not require unanimous vote of the Board for any 
purpose, evidently because it was considered that a Board cannot function effec- 
tively if unanimous vote of its members in required. 

The Department recommends against favorable consideration of the bill. 

The Bureau of the Budget advises that there is no objection to the submission 
of this testimony to your committee. 


Mr. Morse. Now, if I may, Mr. Chairman, I would like to make one 
or two brief comments. This whole problem of foreign transfer is a 
very serious long-range problem. We have given a lot of considera- 
tion to it at Maritime. I know that there is considerable opposition 
to our present program. 

On the other hand, I think it is a sound program that we have. As 
of August 1st this year we have contracts for 112 privately built ships 
in the shipyards. Now, of that 112, zero are generated 

The CHAIRMAN. Those ships are ‘all witha mortgage ? 

Mr. Morse. No, sir. 

The CuHatrman. They are not? 

Mr. Morse. We will get to that. Of this 112, zero are generated as 
a result of trade-in, 5 are the result of construction differential subsidy 
aid. Ten of these ships have mortgage insurance. 

Now, there may be an overlap because there may be mortgage in- 
surance plus construction subsidy. Seventy are the result of trade- 
outs, seventy of the 112, and the remaining are being built for private 
account, American- flag operation without any Government assist- 
ance, or for foreign ownership and foreign-flag operation. Now, that 
is seventy out of 112 that have been generated as a result of our trade- 
out policy. If we do not havea trade-out policy, the alternatives are 
either to operate the existing ship until it is scrapped or alternatively 
accept it on a trade-in against new construction. 
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Now, we are having some difficulties getting sufficient funds, a 
propriations, for our long-range construction program as it is with. 
out requiring this additional money which would be needed if we were 
to accept all of these vessels on a trade-in basis. 

Now, just. as a matter of dollars and cents, to my thinking, this is 
a sound policy. Now, another thing—— 

The CuHarrMan. Now, when you say 70 are a trade-out, do you mean 
70 ships were traded out or more than 70? 

Mr. Morse. More than 70. 

The Cuarrman. Because sometimes the trade-out amounts to 2 ships 
for 1 to be built. 

Mr. Morse. On the average it is about 2 to 1, but 70 contracts for new 
ships have been generated from these trade-outs. 

The Cuarman. That would involve probably a trade-out of 140 of 
our ships. 

Mr. Morse. In round numbers, that is correct. Now, most of these 
trade-outs are either Liberty-type vessels or are T-2 tankers. Of the 
Liberty-type vessels, we have 1,400 of them in the laid-up fleet which 
cost us $5,500 a year just for preservation work. What we are going 
to do with them we don’t know. Ultimately they will have to be 
scrapped. On the T-2’s, those are vessels which are on the average 13 
or 14 years of age. They are approaching their third special survey ; 
every 4 years they have to go through a special survey, which on a 
tanker of this age requires a very substantial outlay of money to re- 
condition the vessel so that it can operate for another 4 years. 

But even when reconditioned, they are still then vessels 12, 13, 14 
years of age, and their useful life is another 6 or 8 years at the 
maximum. 

We think it is to our advantage to get new tankers, bigger, more 
efficient, faster tankers built for operation under American flag, 
than to insist on the continued use of these older, slower tankers. 

Now, it seems logical to me that there is a given ceiling on the num- 
ber of tankers that can be used under American flag for domestic 
operations. 

Now, whether we continue these T—2’s in use in that trade or whether 
we encourage the building of new, faster tankers—some of them are 
being built in excess of 18-knot speeds for purely commercial use, 
whereas the T-2 tankers have speeds of about 16 knots maximum. I 
think it is just common sense to encourage the building of new tankers. 

Now, if we admit that there is a ceiling on the number of these 
tankers that will be used in American flag for domestic operation, we 
are ahead of the game by getting new construction. 

Now, it seems also that it is similar to this: I am a one-car owner. 
The automobile people encourage me to trade in my old car and 
buy a new car by giving me a big trade-in. If they refuse to give me 
a big trade-in, I use my existing car for 6 or 8 years, the maximum 
life of the car. As it is, I will turn it in in 3 or 4 years, and it results 
obviously in more employment in the automobile industry, and the 
same thing applies in the shipping industry. 

The Cuarrman. What is the actual procedure now for the record? 
The bill would require unanimous consent of the Board. What is the 
actual procedure now in making these contracts—a majority vote of 
the Board? 
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Mr. Morsr. It is not a Board activity at all. It is now vested solely 
in the Administrator. 

The Cuamman. Vested solely in the Administrator ¢ 

Mr. Morse. Yes, sir. 

The Cuarrman. Does he ask the advice and consent of the Board 
when he makes the contract ? 

Mr. Morse. No, sir. 

The Cuarrman. He just goes ahead and makes the contract. 

How do you make your report to the Board; do you tell them 
informally ¢ 

Mr. Morse. No, it is just for informational purposes. It is not a 
formal report. The Board has no jurisdiction in this particular 
activity. 

The Cuarrman. Has the Board ever discussed this problem and come 
to any resolution, or any informal decision ¢ 

Mr. Morse. No, I think it has not. 

The Cuairman. They have just left it up to you as the Adminis- 
trator. 

Any questions ? 

Senator Lauscue. Yes. 

You are of the opinion that the status quo should be maintained with 
regard to the sales to foreign citizens. 

Mr. Morse. Now, are we talking about this trade-out, or are we talk- 
ing about special bills for sales? 

Senator Lauscue. This 1488, this trade-out. 

Mr. Morse. Yes, sir, I am. 

Senator Lauscue. This Senate bill 1488 was not initiated by your 
agency ? 

Mr. Morse. No, sir, we are opposed to it. 

Senator Lauscuer. Will you again give the reasons, or state what 
happens when there isa prohibition against trade-out imposed? What 
doestheownerdo? You gavetwo things. 

Mr. Morse. The vessel would have to remain under American flag 
unless, under this bill, unanimous approval of the Board was given and 
unless half a dozen conditions were fulfilled. The conditions in my 
view are so onerous that they would rarely be met. The conditions 
are that the Secretary of Defense certifies that the vessel is and will be 
of no value to the defense of the United States or of any value to an 
enemy of the United States during its useful life. At the present time, 
of course, we always check out with Defense whether a vessel contem- 
plated for foreign transfer is required to be retained under American 
flag for national defense reasons. Ifthe Defense Department advises 
us that the vessel should be retained under American flag, we do not 
approve the transfer at the present time. 

Senator Lauscuer. Will you read that condition again, please ? 

Mr. Morse. The Secretary of Defense certifies that such vessel is 
and will be of no value to the defense of the United States or of any 
value to a possible enemy of the United States during its useful life. 

Senator Lavuscue. From your study of that provision, in what con- 
dition would the Secretary of Defense have to find that vessel to be 
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in—of no value to the United States in defense and of no value to an 
enemy in time of defense ? 

Mr. Morsg. That is correct. As far as I am concerned personally, 
some of the old hulks in our laid-up fleet are valuable for defense pur- 
poses if for no use other than as a breakwater. 

‘Senator Lauscue. Then it would have to be worse than an old hulk. 

Mr. Morse. I can’t conceive of the Secretary of Defense saying that 
a vessel could be of no value to the Government, or of aid to the enemy. 

Senator Lauscue. That is unless it was in such a broken down and 
useless condition that it wasn’t usable at all. 

Mr. Morse. We used broken down hulks as breakwaters in World 
War II. 

Senator Lauscue. All right, now, what is the second condition ? 

Mr. Morsr. The Secretary of Commerce certifies that such vessel 
will be of no value to the foreign or interstate commerce of the United 
States during its useful life. 

The Cuarrman. Of course, you are not dealing in this case with 
laid-up ships. You are dealing with ships in operation. Most of the 
trade-outs are ships that are being operated. 

Mr. Morse. Certainly. 

Senator Lauscne. Now, then, read that again please. 

Mr. Morse. The Secretary of Commerce certifies that such vessel 
will be of no value to the foreign or interstate commerce of the United 
States during its useful life. 

Senator Lauscue. Will you interpret in what condition you would 
have to find that ship in order for the Secretary of—what is that? 

Mr. Morse. Secretary of Commerce. 

Senator Lauscne. Secretary of Commerce to certify that it was of 
no domestic commerce use nor foreign commerce use? My interpre- 
tation would be that it was a useless ship, completely without any 
ability to serve in any capacity. That is the condition it would have 
to be in before he could certify it as a subject of trade-out. 

Mr. Morsr. Yes, I would say it would have to be a useless ship. 

Senator Lauscuer. Now, what is the third condition ? 

The CuatrmMan. Now, let’s get this straight. It would have to be not 
a useless ship. It would have to be a ship that would be not valuable 
to us. It could be used under the Panamanian or Liberian flag in 
a condition that might not be useful to us. 

Senator Lauscne. Read the language again to see. 

Mr. Morse. I have difficulty followi ing you, Senator. 

The Cuamman. Well, what I meant is we may lay up a ship that 
wouldn’t be economically useful to us, but it still could be useful to 
the Panamanian or Honduras or Liberian flag. It could be operated. 

Senator Lauscue. The language doesn’t say economically useful. 

The Cuamrman. No, I am just pointing out that this could be so. 

Mr. Morsr. When I said I couldn’t follow you I meant to say I am 
unable to agree with you, Senator. 

The Crarrman. W ell, I know you don’t agree with me, but they 
use ships that we wouldn’t use in some cases. Isn’t that correct? 

Mr. Morse. I will accept that statement, certainly. 
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Senator Smaruurs. Well, is the purpose of this legislation to stop 
the transfer of United States ships to the Liberian and Panamanian 
flogs when in fact they are to be used under those flags for the benefit 
of United States citizens? Is that what it seeks to do? 

The CuHarrMan. Yes, to restrict that. 

Mr. Morsz. I would be more willing to support this bill if it came 
out and said we stop all transfers. This is just subterfuge for making 
such a statement, in my book. 

The third condition is the Secretary of State certifies that the sale, 
transfer, or placement under foreign flag or registry will be in fur- 
therance of the foreign policy of the United States. 

The fourth condition is after a public hearing the Federal Maritime 
Board determines that such a vessel for its useful life will not be, 
(a) in the interest, convenience, and necessity of the people of the 
United States; (), necessary to the maintenance and promotion of an 
adequate United States merchant marine; (c) operated in competi- 
tion with any United States-flag ship; (d) put in any services which 
will release another foreign-flag vessel for competition with any United 
States-flag vessel; (e¢) operated under the flag or laws of any nation 
that does not maintain the highest international standards then pre- 
vailing with respect to the enforcement of maritime safety laws, in- 
cluding manning scales and crew accommodations. 

Senator Lauscur. Now your conclusion is that the sum and sub- 
stance of all of those conditions is that you practically will be forbid- 
den from selling or trading out any of these ships. 

Mr. Morse. I think that is the net result. 

Senator Lauscue. And instead of using these conditions, it would 
be simpler to say that we prohibit completely any trade-out of ships. 

Mr. Morse. I would have less hesitancy in supporting such a bill 
than in supporting this type of bill. 

The Cuarrman. This, to all practical purposes, would limit the 
transfer of ships to very rare instances, 

Mr. Morsr. That is correct. 

Senator ScHorrret. Now, Mr. Chairman, if any of these ships had 
really a junk value, just a plain junk value, they could be disposed 
of as a trade-in. 

Mr. Morse. Under the proposed legislation. 

Senator ScHorrret. Would that be your judgment? 

Mr. Morse. I don’t think it is intended to get at that sort of thing. 

Senator ScHorrren.. Well, that issome value. It wouldn’t be drawn 
quite that closely ? 

Mr. Morse. I think the intent of the bill is to prevent the sale of 
operable ships. 

The Carman. Yes, that is the purpose of the bill, and we have 
had this bill in here a long time and there has been no question about 
what we intended to do in the matter. 

Senator Lauscur. Now, what is the reason for imposing these severe 
restrictions that you can see that would be of any benefit to our 
country ¢ 

Mr. Morss. There are only two things that I have been able to fig- 
ure out. One is it would require the retention of an existing vessel 
under American flag for its entire useful life. Whether that is ad- 
vantageous or disadvantageous I am unable tosay. I personally think 
it is disadvantageous. 
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The second benefit that I can see would be that it would result in 
more work in American ship repairing. And third, to the extent 
that American vessels are operating in international trade it would 
tend somewhat to reduce the foreign-flag competition. 

The Cuarrman. And the employment of American seamen. 

Mr. Morse. Well, I can show you where there will be more em- 
ployment in American shipyards by our transfer policy than by 
forcing these vessels to remain under American flag. 

Senator Smaruers. Can I ask a question right there? Is it not a 
fact that most of these ships that are today listed under the Pan- 
amanian registry or Liberian registry in fact are owned by United 
States capital, United States business? 

Mr. Morse. There are many of them, I couldn’t say most of them, 
but there are many of them that are American-owned and controlled. 

Senator Smaruers. And are they ordinarily not refurbished and 
rebuilt n American yards, in United States yards? 

Mr. Morsr. Some would be but ordinarily they would be re- 
furbished abroad because they could be done less expensively abroad. 

Senator Smaruers. Do you think the net effect of this bill, if it 
were adopted, would be to increase the United States merchant 
marine or would the net effect be that the merchant marine of other 
nations would benefit in fact from the adoption of this bill ? 

Mr. Morse. I think what the net effect would be would be that we 
perpetuate an American-flag fleet that is of older average age than 
would result if we do not adopt this bill. The number of American 
flag ships I think in operation would not be either increased or de- 
creased by this bill. 

Senator Smatuers.. But you think that the age, the average age of 
the ships in operation would grow greater, grow older, and that it 
would probably result in a Jess vital and modern and vigorous mer- 
chant marine? 

Mr. Morse. That is our view, yes. 

The Cuatrman. That has always been the view of the Administra- 
tor and the view of some of the rest of us is that the Administrator 
in effect feels that he is in a position where unless he allows these 
trade-outs of these ships the people who apply for the contracts 
categorically say, “Unless we can trade out two tankers, for instance, 
we won’t build the new, modern tanker.” I can’t agree with that con- 
clusion. I think they might build it anyway. I have always said it is 
kind of legalized blackmail on the Maritime Administrator. 

Mr. Morse. Let’s take the tankers, for example. It is my per- 
sonal 

The CuatrrMan. Well, let me ask this question, Mr. Morse: Isn’t it 
a fact that when they come and make the application for a new ship, 
we will say a modern tanker—let’s take tankers because they are most 
of the ships—they say in effect, we don’t think we can build the new 
modern tanker unless you allow us to trade out two tankers to the 
Panamanian or Liberian flag? Isn’t that what they say in effect? 

Mr. Morse. In substance, yes, or putting it in their lenpoage they 
say we need financial assistance to aid us in this bill. In other words, 
they get more value from their vessel under foreign flag than they do 
under American flag. 
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The Cuarrman, The whole problem here is what would they do if 
you were not allowed to trade out tankers except under certain strict 
conditions. 

Mr. Morse. That is right. 

The CuatrmMan. We don’t know the answer to that. 

Mr. Morse. But practically I think I would buy an automobile 
every year if it only cost me $500 for an annual trade-in, and I would 
buy it less often if it cost me two or three thousand dollars. 

The Cuamman. Well, I think that is the whole crux of this problem 
here. The controversy, and we have said here—I have said on many 
occasions as you know, I thought even on the Ship Sales Act, the rea- 
son we cut off ship sales at a given date as you recall, is that we have 
always said as long as there was a bargain counter over here available 
to operators, nobody would ever sharpen his pencils and think about 
building new ships. 

Mr. Morse. That is right. Now, bear in mind, Senator, to the best 
of my information anyway, there is no similar restriction on any other 
‘ype of personal property owned in the United States. 

he Caarrman. That is right. 

Mr. Morse. And we are endeavoring to encourage an active Ameri- 
can flag merchant marine rather than to discourage it. 

The Cuamman. But you will agree with me that this is a problem 
that:the Panamanian fleet is getting bigger and bigger. What we are 
trymg to do is keep the American fleet adequate and strong or up to 
at. least what we think will be adequate which is the purpose of all of 
our maritime laws and the reasons for our subsidies to the merchant 
marine. It is for thigreason that we look somewhat askance at the fact 
that every day, every year, the Panamanian and Liberian fleets are 
getting larger shipwise. 

Mr. Morse. Those fleets are growing much more rapidly than the 
number of transfers that we approve. They are building lots of ves- 
sels under foreign yards. 

The Carman. Oh, sure, and then, second, there is another feature 
in this and it is an indirect result of this whole thing. Most of those 
who fly the Panamian, Liberian, or Honduran flag, which are the 
three biggest, do it because it lends itself to a subtly legal bit of tax 
evasion. Standard Oil of New Jersey testified here on two or three 
occasions that the Panama Transport Co., which runs their tanker fleet, 
when they make profits, those profits will ste ty in Panama and they 
will be brought up into the United States at a time that is propitious, 
the vear that it is easiest to aid the taxes. 

Mr. Morse. Well, of course, that is true on any activity, not limited 
to shipownership. 

The CuarrmMan. Well, that is not your problem, but that is what 
happens. You can’t help that, but they have testified very frankly 
to that effect before this committee. 

Mr. Morse. I read the testimony. 

Senator Scuorrren.. Mr. Chairman, that wouldn’t be an evasion of 
the tax, that would be an avoidance. 

The Cuatrman. Maybe the word avoidance is a little better than 
evasion, but it is more economically feasible or it is better for them to 
fly the Panamanian flag, and second, there is the problem here which 
the Board has always been conscious of—again it isn’t any fault of 
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theirs—when you build the new tanker when you trade out the two, 
the employment of the American seamen drops and drops. 

Mr. Morse. Well, have American seamen 

The CuarrmMan. Well, you sent those figures. I am going to put 
them in the record. I have them here. They show that the American 
seamen on the transfers—53 nationalities are represented in the crews 
of the 95 ships reviewed and of 1,145 licensed personnel aboard there 
were only 144 United States officers, 65 of whom were in the key posi- 
tions, and of 4,000 unlicensed personnel, only 25 United States seamen 
were employed, by American companies operating under the Pana- 
manian, Honduras, or Liberian flags. Twenty-five out of all of the 
personnel. 

(The document referred to follows :) 


UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C., August 1, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

DEAB SENATOR MAGNUSON: This will acknowledge your communication of July 
24, 1957, in regard to a Maritime Administration study undertaken to ascertain 
the citizenship status of key shipboard personnel employed by Honduran, Liberian, 
and Panamanian flag operating subsidiaries of United States-flag parent 
companies. 

A copy of this report, together with a related tabulation, is enclosed and re- 
flects the limited data obtained. As less than a fourth of the foreign-flag ships 
in this category were reported, we view the results of this study as a limited 
sampling. 

Sincerely yours, 
CLARENCE G. MORSE, 
Maritime Administrator. 


FEBRUARY 20, 1957. 
CITIZENSHIP OF KEY SHIPBOARD PERSONNEL, HONDURAN, LIBERIAN, AND PANA- 


MANIAN FLAG OPERATING SUBSIDIARIES OF UNITED STATES PARENT SHIPPING 
COMPANIES 


This report reflects the data obtained from a limited sampling undertaken to 
develop the extent of information available on the subject matter and to deter- 
mine the possibility of expanding such a study on a continuing basis to cover all 
flags of convenience. This study, which was initiated early in 1956, covers less 
than a fourth of the 412 ships, excluding those under construction or contracted 
for, which are recorded as being under flags of convenience as of June 30, 1956. 

The United States citizenship of key personnel on board is considered as being 
an important element in the degree of effectiveness of “effective United States 
control,” and this report is accordingly designed to identify the distribution of 
such personnel. 

In the group of 191 ships registered under the flags of Honduras, Liberia, and 
Panama as of January 1, 1956, only 95 ships have had their manning reported 
in the form of crew manifests submitted at continental United States ports of 
entry. The distribution of these 95 ships by flag and type was as follows: 


Type 


Total 


cargo | carriers | 


t 
| | 
| Dry Ore | Tankers 


Honduran 
Liberian 
Panamanian - 


| 
on 
| 


Total... 
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Of the 95 crew manifests examined, 35 were found to have total crews of one 
particular nationality as follows: 


Liberian flag: 
4 tankers with complete Dutch crews. 
16 tankers with complete Italian crews. 
Panamanian flag: 
6 tankers with complete British crews. 
9 tankers with complete Italian crews. 


Fifty-three nationalities were represented in the crews of the 95 ships reviewed. 
Of the 1,145 licensed personnel aboard, there were only 144 United States officers, 
65 of whom were in the key positions of master, chief engineer, or radio operator. 
Of the more than 4,000 unlicensed personnel, only 25 United States seamen were 
aboard. 

The employment of United States citizens in key positions aboard the above 
vessels is reflected in the attached summary. 
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Mr. Morse. On the employment picture I would also like to mention 
that, as Mr. Strohmeier said the other day, it takes about 500 man- 
years of shipyard employment to build a 32,000-ton tanker, plus an 
equal amount of shoreside employment in building components, so 
that is a thousand man-years of employment. The ship will have a 
crew of about 45, for 20 years, that is an additional 900. There is 1900 
man years of employment we are talking about. If the existing T2 
tanker is retained under American-flag operation for 20 years of life 
at 7 years together, with a crew of say 45, that is 315 man-years of em- 
ployment, plus some indefinite amount, 100 or 200 at the maximum of 
ship repair yard employment, so that there is a distinct advantage in 
the combination of shipyard employment plus seafaring employment 
in our transfer program. 

The Cuarrman. Now, let me ask this question for the record. In all 
or most of these cases when you approve of the trade-out and the con- 
struction of the new ship, which is involved in most of these cases, do 
you specify that that ship be built in American shipyards? Is that 
part of the contract ? 

Mr. Morse. Yes, sir. 

The Cuarrman. You do understand that there is that feature to the 
trade-out that in most cases or all cases the ship is to be built in Ameri- 
can shipyards ? 

Mr. Morsr. That has been the consistent policy since 1955 that we 
will not approve a transfer out except against new construction. 

The CuarrMan. Except to get new construction in American yards? 

Mr. Morse. Yes. 

The CuarrmMan. And, of course, that employment does neutralize 
the loss of employment on the trade-out which you point out just now. 

Senator Lauscue. One question: Were you or any of your members 
importuned to support a bill of this type ? 

Mr. Morse. I was not and as far as I know no other member of the 
Board was. 

Senator Lavscue. Was it ever discussed by any of the shipping in- 
terests that a policy of this type be declared and embodied in law / 

Mr. Morse. Not at our level, to the best of my information, Senator. 

Thank you, gentlemen. 

The Cuarrman. Well, I think the record ought to be clear that this 
whole matter has been discussed many, many times backward and 
forward and pro and con by all of us, the Board and the shipping 
interests. Some shippers are for it, and some are against it. ‘Those 
that transfer out are for it and it has also been discussed on many occa- 
sions, publicly, privately, formally, and informally, with the Maritime 
Union groups. 

Mr. Morse. There is no question about that. 

Senator Lavscne. My question was whether you were asked to give 
support of this objective. 

Mr. Morse. Well, let me put it this way: I have had discussion on 
several occasions with primarily representatives of the labor unions 
who are in favor of this type of legislation. 

Senator Lauscue. Well, now, the labor unions spoke to you. What 
other seements of the economy asked you to get behind this objective ? 

Mr. Morse. No one. 

The Cuatrrman. The other segments are against the bill, generally 
speaking ? 
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Mr. Morse. The other segment, the shipowners, are opposed to the 
bill. 

The CuatrmMan. They want the trade-outs, and they want the op- 
portunity to have a flag of convenience which is the Panamanian, 
Honduras, and Liberian flag. 

Senator Lauscue. Is that the status, the shipowners are against it 
and the labor unions want it ? 

Mr. Morse. Yes. 

The Cuarrman. All right, any further questions of Mr. Morse? 

Senator Lauscue. That is all. 

The Cuarrman. Then, I will put in the record the survey that you 
made on the crews and the number of Americans employed on the 
ships, 95 that you reviewed. 

Mr. Morse. Thank you, Senator. 

Senator Lauscue. You are speaking on behalf of the Department 
of Commerce, are you ? 

Mr. Morse. Yes, sir. 

Senator Lauscur. Do you know whether there is any other agency 
of the Government that is going to express an opinion on the merits 
or demerits of the bill ? 

Mr.Morse. I have no information. 

The CuarrmMan. This would be the only one involved. 

Senator Lauscue. Then, am I to understand that the administra- 
tion is against this bill. 

Mr. Morse. Yes, sir. 

The CnatrmMan. Any further questions of Mr. Morse? 

Senator Scnorrret. No questions. 

The CuatrrMan. Thank you. 

Mr. Morse. I might mention, Admiral Ford reminds me, there have 
been hearings not on this specific bill, but on our trade-out policy of 
the past, and the Navy has supported our activities in previous hear- 
ings. 

Senator Lauscue. The Navy has. 

Mr. Morse. Yes. 

The Cuatrman. The record will show we have had several hearings 
on this very matter in the past few years. 

Mr. Morse. Thank you, gentlemen. 

The CuHarrman. Mr. Shapiro, we will hear from you. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC. 


Mr. Suapriro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute, which represents ship op- 
erators on all three coasts of the United States, constituting a ma- 
jority of all American steamship lines providing deep-sea service for 
America’s commerce. 

We appear here today to express our vigorous opposition to S. 1488, 
a bill which, in effect, would prevent any transfer of merchant vessels 
to foreign registry under virtually any conditions. At very best, the 
bill envisions benefiting seagoing labor, but one element of the Ameri- 
can maritime industry. As we shall show, even this limited objee- 
tive will be short-lived under the bill and ultimately will be harmful 
‘to those it is designed to help. 

One point remains pivotal in any discussion of a foreign transfer 
policy for United States merchant vessels. It is the point upon which 
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Congress after Congress in recent decades have agreed and which has 
become our accepted national maritime policy—the United States 
must have an adequate and well-balanced merchant fleet of its own, 
for trade and defense. In this is rooted every maritime program 
Congress has authorized and in which we have engaged for scores of 
years. 

Yet, every time you fly the Stars and Stripes from a ship’s mast in 
our foreign trade, there is created from the economic or businessman’s 

int of view a high-cost instrument in open competition with far 

ower cost instruments. Hence, a profound dilemma for a vital 
American industry which, as you all know, is additionally highly 
cyclical in nature. 

We have in the face of this sought, and our present maritime 
strength indicates we have found or are on the threshold of finding, 
the solutions to this dilemma. Note, I say solutions, for we believe no 
single device is the panacea. We have created and as time goes on will 
alter and create afresh a variety of inducements to stay under American 
flag and/or build anew for Rinerioan tine operation. Inducements, 
not penalties as contemplated under S. 1488. 

Construction subsidies, operating subsidies, Government lending, 
mortgage insurance, cargo preference, trade-in, trade-out are among 
the most prominent of these devices today. For many of these, the 
maritime industry and we believe the nation as a whole is extremely 
indebted to this very committee. They have had varying degrees of 
success. They are different by nature and by given name. Their 
surnames are, however, identical, for it is pronounced—the modern 
American maritime industry. 

Who can deny that these tools, in composite, have proven of great 
advantage to the Nation? Yet, each individually has its pros and 
cons—its costs versus its yields—foreign transfers included. 

Transfers foreign have been necessitated by many factors in the 
recent past. The Maritime Administration policy thereunder has 
necessarily varied, depending on the conditions. We believe it is im- 
portant, however, to concentrate on the present Maritime Adminis- 
tration policy as embodied in what might be called the “transfer and 
build” program. What has the present transfer policy of the Mari- 
time Administration accomplished in the last several years? What 
have we paid for it? Where is it heading? 

Against. the formalized transfer of 66 war-built vessels, pre- 
dominantly T2 tankers and Libertys, there are being built 22 large 
tankers and the jumboizing of 4 additional tank ships. On an “ap- 
proval in principle” basis, the figures are larger and in slightly changed 
pronentvon 180 transfers against 72 new constructions and 14 jum- 

izings. 

The policy (transfer and build) developed in 1955 at the Maritime 
Administration, had twin purposes: (1) Modernization of the fleet, 
and (2) encouraging vessel construction. While little may be said 
of the latter purpose, because of the vastly improved conditions in our 
shipyards today, I need hardly remind this committee that in 1955 
employment in new construction was at its lowest point since 1948. 
The tendency of the proponents of the legislation to overlook this 
point against today’s background is in fact a testimony to the ac- 
complishments of the second of the policy’s purposes. I shall later 
discuss fleet modernization. 
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By each transaction, jobs have been lost. Employment, however, 
cannot be simply counted as on an abacus. This ignores the elements 
of growth, efficiency, and development. Aren’t more, rather than 
fewer, pilots employed in aviation today, even though we have gone 
from the 20-passenger, 2-engine plane to the 4-engine, 100-passenger 
unit? Asa matter of fact, has this not applied directly to maritime 
employment, for in spite of the large number of vessels transferred 
in recent years, is not employment on board ship at this moment close 
to a peacetime peak? Is the horizon for the American merchant 
marine condemned by the proponents of the legislation before you 
to a future so dismal that we must hold what. we now have exactly 
as it now is and offer no encouragement for the economic improve- 
ments in the tools of our trade? In principle, opposition to the first 
purpose of the present transfer-foreign policy—fleet. modernization— 
is in effect opposition to increased speed and increased unit size. As 
progress is made in either of these directions, fewer ships may ulti- 
mately serve the present trade volume and pattern. 

Neither the long-range interest of this Nation nor of American 
seagoing labor can be satisfied by the precarious procedure of main- 
taining a captive American-flag fleet of privately owned vessels rap- 
idly growing obsolete. 

The Cuarrman. Well, now, Mr. Shapiro, right there, no one dis- 
agrees with your general statement—I am sure I don’t, or as you say, 
the proponents of this legislation. But is it not based upon the as- 
sumption that unless operators can take the advantage of what I like 
to call a flag of convemence, they would not then go ahead and build 
ships? Isn’t it based on that assumption ? 

Mr. Suaprro. No, I would not say that at all. I would say they 
will build ships. The ships they are now trying to put into flags of 
convenience are ships that have only 5 years of life in them. 

The Cuamman. I understand that, but all of these contracts are 
predicated upon the premise that unless they can fly the foreign flag 
they then will not go ahead and build a modern ship. 

Mr. Suaprro. They will not build a ship im American yards to fly 
the American flag. 

The Cmarrman. I say it is based on that assumption, is it not? 

Mr. Snaprro. Yes. 

The Cuamman. And I wonder if you could state or anyone else 
could state, whether or not foreign-flag transfers were not allowed, 
that the operators would not in any case go ahead and build these 
ships in American yards. 

Mr. Suaptro. Well, this depends on a variety of circumstances, as 
you well know. i 

The CHarrmMan. But your opposition is based on the assumption, 
is it not, and this is for the record, that if we did not allow them to 
transfer to foreign flag, that there would be none of this new con- 
struction ¢ 

Mr. Suaptro. No, I would not go that far. 

The Cuamman. I am of the opinion that they would build ships 
anyway. 

Mr. Suapmo. I will say this: Some of those ships would have been 
built. There is no question about that. If for no other reason some 
of those vessels are to be used in the domestic trade and therefore 
must be built in American yards. 
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The Cuatrman. Because I think we are in a sad state of affairs for 

the merchant marine when the operators say categorically in their ap- 

lications that unless we can take and fly a foreign flag, we will not 
uild ships. 

Mr. Suarrro. They will build ships, Senator. I doubt very seri- 
ously, however, if many of them would build ships for American-flag 
operation. They will go to Sweden or Norway or United Kingdom, 
build vessels, fly perhaps even Panamanian flags, give no employment 
to American seamen, no tax revenue whatever to the American econ- 
omy, and some of the proponents of this legislation, seagoing labor, we 
know this and we understand it and I am sympathetic with their inter- 
ests, always have been, cannot conceivably benefit by a company build- 
ing a vessel in Great Britain, manning it with British seamen, flying 
the British or the Panamanian flag. This cannot benefit American la- 
bor, but if in exchange for this transfer, the companies, regardless of 
what motivates them, and I will not attribute the greatest motivation 
to them, whatever may motivate them, they offer in exchange for this 
to build the vessel in American yards, which is manned by American 
seamen, pays taxes to the American economy, and this is one of the 
things that you have to balance. 

Here are some of the advantages you are gaining. Here are some of 
the disadvantages that you are having to bear. It is not a one-sided 
issue. 

The OCuarrman. I think we understand that, it is not one-sided at 
all. But don’t you think it would be a much better employment for 
our merchant marine if this sort of condition didn’t exist in the world 
whereby no one would want to fly any flag but the American flag, 
whether they transferred out or whether they built or whether they 
operated their own ships? 

Mr. Sapiro. I would agree with that a hundred percent. 

The Cuatrman. That is our objective, is it not ? 

Mr. Smartro. Now, the only question that must be answered in or- 
der to resolve your problem is how much of a price do you want to pay 
for this kind of merchant marine ? 

The Cuarrman. And we are paying a price every day, because we 
passed the 1936 act on the basis that we wanted to keep people flying 
the American flag, create an economic climate that they would be proud 
to fly the American flag. 

Mr. Sapiro. And I would suggest further, Senator, if I may, that 
the 1936 act is now some 21 years old. 

The CuarrMan. It should be reviewed. 

Mr. Sapiro. There may be some additional inducements which are 
required to attain and maintain an adequate American merchant ma- 
rine. There is nothing wrong with the 1936 act. 

The Cxuareman. But you will agree with me that this has become 
‘a matter of convenience rather than an objective to keep the American 
flag flying on the seas for the operators. Foreign flag transfer has be- 
come a matter of economic convenience. 

Mr. Sapiro. I wouldn’t go that far, Senator. I would say that it 
is an inducement you are giving them to stay under American flag. 

The Cuarrman. Well, you and I know what the inducement is.. 
Let’s not kid ourselves about that. 

Mr. Swaptro. May I continue, Senator ? 
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The Cuarman. Yes, go right ahead. 

Mr. Suaptro. Moreover, any move in the direction of prohibiting 
transfers as embodied in S. 1488 is distinctly discriminatory against 
American shipowners as compared to the owners of all other prop- 
erties left unaffected by the bill. It is in conflict with the growing em- 
phasis in our national policy of encouraging private investment 
abroad, specifically in respect to shipping enterprises which would be 
uneconomical under American-flag conditions. Further, it could have 
serious impact on the private financing of vessels; As the gentlemen 
of this committee realize, the private financing of vessels is a-very 
delicate matter which the principles of S. 1488 could very easily upset. 
As evidence of the delicacy of the problem of mortgage financing of 
vessels from private capital sources, you will recall how unsuccess- 
ful was 90 percent. mortgage insurance guaranties by the Government 
in contrast with 100 percent. mortgage insurance. 

The CuarrmMan. The chairman introduced the 90 percent bill hoping 
that would help us keep building American-flag ships, and we found 
that didn’t work so we proceeded to the hundred percent. bill, and in 
some cases that isn’t even working. 

Mr. Suarrro. Made less attractive by the aura of doubt and inflexi- 
bility as to the disposition of property, much of the private financing 
hoped for in the last Congress could go “by the boards.” 

If, as contemplated in S. 1488, no transfers had been authorized and 
hence new tanker building extremely limited, we would be faced with 
the cy ae perhaps not today or tomorrow but in the readily fore- 
seeable future, of the scrapping of large numbers of standard war- 
built vessels as they reach the point of no economic return. Precisely 
how soon this could have taken place would be a function not only of 
the physical condition of the vessels but the state of the market in 
which they operate. The obsolescence of the traded-out vessel would 
be the outside limit of its survival under American flag 

The Cuarrman. I must be inclined to agree with you there. I think 
one facet of this problem is that we are being faced with the problem 
of block obsolescence of our fleet, because they were all built, the main 
part of our fleet, within a 5- or 6-year period, and there is one facet of 
this problem which involves that. 

Mr. Suaptro. Precisely. 

The Cuarrman. And I think the Administrator, in fairness to him, 
was thinking of that in these cases. 

Mr. Suaprro. There is no question about it—a softening of the 
market could bring about its scrapping much earlier. Therefore, about 
5 years from now, at most, these transferred vessels would, if they 
had remained under American flag with American costs, no longer be 
in existence in the American fleet. Seamen employed thereon would 
obviously lose their jobs, and the new vessel now in existence might 
because of the inability to transfer foreign never have become a 
reality. 

The Cuarrman. I don’t like to interrupt, but again this is based on 
the assumption that no one would build a new ship if they couldn’t 
transfer foreign. You say these ships would go out of existence, they 
would become obsolescent, but you are basing your testimony on the 
assumption that no one would build a new ship. 

I can’t agree with that. 
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Mr. Suapriro. I know you don’t agree with that, Senator, but I can- 
not see the justification for saying that an economic organization 
which has stockholders and which has people to report to is going to 
pay twice as much money to build a ship in an American yard as it 
would in a foreign yard, and is willing to assume its operation under 
perhaps one-third additional cost. 

Let me speak just personally about this: If I were a stockholder in 
a corporation that attempted—— 

The Cuarrman. You are speaking now of nonsubsidized lines. 

Mr. Suaprro. Yes, these are all nonsubsidized lines. 

If I were a stockholder in an organization that undertook capital 
equipment at twice what was available at the market in terms of price, 
and assumed the operation of a facility at about one-third more cost 
than my foreign competition, I would surely sell my stock in a hurry. 

The CuatrmMan. Well, no one disagrees with that. What we are 
trying to do is see if we can’t do something to create a climate that 
doesn’t exist, so we will have an American fleet. For instance, you 
talk about transfers. Here are the latest figures: We have lost, since 
this program started, some 433,000 tons. The foreign flags have 
gained 3,289,000 tons. Now, that means that we are getting smaller 
and the foreign flags are getting bigger. 

(Document entitled “Changes in Tanker Tonnage, January 1, 
1955—March 15, 1957” follows. ) 
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Mr. Suariro. Senator, the solution to that problem does not rest with 

S. 1488 by any means. You could pass S. 1488 today and it can become 
the law of the land, and it will in no way solve the problem that you 
are talking about. The problem that you are talking about 

The Cuatrman. But you agree that we are trying to solve the prob- 
lem always? 

Mr. Suartro. Absolutely, and the problem you are talking about 
can only be solved in this manner, in my humble opinion. 

You have got-to provide additional inducements for ship operators 
to stay and remain and build under American flag. 

The Cuarrman. That is right. 

Now, let me ask you this for the record: subsidized lines have a con- 
struction subsidy ¢ 

Mr. Suarrro. Construction subsidy is available to other operators, 
too. 

The Cuarrman. Yes. I can’t assume just what you assume. If 
they were not allowed to transfer ships foreign, if they wouldn’t take 
advantage of that construction subsidy and live under it, and fly the 
American flag. 

Mr. Suarrro. Some of these lines could take advantage of it. There 
is, as the Chairman pointed out 

The Cuarmman. This isan easier way to do it. 

Mr. Suarrro. There is some perfectly free construction that is going 
on today that does not take advantage of the trade-out and build pro- 
gram. That is perfectly true. 

From the long-range point of view, therefore, is not the American 
seaman better off with employment opportunities on board a hard core 
of newly built American-flag vessels resulting from the transfer for- 
eign policy? These ships are much more competitive on a strictly 
economic basis than our war-built ships and offer far greater prospect 
economically and physically of providing employment opportunities 
throughout the length of their useful life. We hardly believe Ameri- 
can maritime labor is looking for job opportunities with a 5-year 
maximum. Asa matter of fact, looking a little beyond the immediate 
horizon, does not the real hope for a stable, competitive American-flag 
fleet lie in the larger, faster, lower-per-unit delivery cost made possible 
by the newer vessel ? 

The Cuarrman. All right. Now we are in complete agreement. 
But you say that this will not happen unless they are allowed to trade 
out. 

Mr. Suartro. No, I simply say this, Senator: The transfer foreign 
policy has—— 

The Cuatrman. You don’t have much faith in the future of the 
merchant marine. 

Mr. Suartro. Oh, I have boundless faith in the future of the mer- 
chant marine, Senator. I often say I am better off selling Fuller 
brushes, but I am right here. 

The Cuatrman. Well, you and I have been here a long time. 

Mr. Suaprro. Yes, we both have, and we are both working in the 
same direction, there is no question about it. 

And what is the shipper’s interest in this trade-out-and-build policy ? 
In the long run, all other things being equal, is he not better, more 
reliably, and potentially more economically served with the modern 
tonnage equivalent than was the case with the transferred vessel rap- 
idly becoming obsolete? Unquestionably, we believe he is. 

















SHIP TRANSFERS TO FOREIGN FLAG 149 


Now, Senator, may I digress at this particular point? 

The Cuairman, Yes. 

Mr. SxHarizo. I do not mean to propose that the only way to get 
new vessels is through the trade-out program. I think this 1s just a 
tangential way of getting new vessels. It does not solve the whole 
problem of getting new vessels, 

Senator ScHoEPPEL. What does solve the problem ? 

Mr. Suariro, A variety of things, and this would depend largely 
on where the vessel is intended to operate. There are grave doubts 
in the minds of many people as to the economic advantage of going 
into a vessel operation business today. Foreign competition is grow- 
ing tremendously. You are operating with high cost 

The Cuarman. That is exactly what you are doing right here, 
you are creating more of it. 

Mr. Sapiro. Senator, I quite agree with you. 

The CuairMan. You are creating more of it every day—38,289,000- 
ton gain, and our loss is 483,000. 

Mr. Suaprtro. There is no question about that, Senator, when these 
vessels are traded out they become competition, but do not think that 
this competition would not be there even if no vessels were traded out. 

It is just very obvious that more and more operators are aware of 
the fact that if you run to the low-cost flag of operation, if you run to 
the nation that gives you tax advantages that makes it a more econo- 
mic operation in the long run, thus the Panamanian flag would grow. 
You have only added about a hundred vessels overseas because of the 
transfer-out policy, but you have had a thousand for the basic reasons, 
the basic reasons being it is more economical and more advantageous 
to operate under the Panamanian flag. 

Now, nobody can deny this. These are simply the facts. 

Now, I think the time will come 

The CaarrMan, You think we ought to do something to correct 
that ? 

Mr. Suartro. No question about it. 

Senator Lauscue. Does it lie within our power to deprive these 
operators of the advantages that come economically by working under 
a foreign flag ? 

Mr. Suariro. No, you cannot deprive them of this privilege. You 
can deny them the privilege of transferring their American-flag 
vessels, but they are perfectly free tomorrow to build if you say they 
can’t transfer an American-flag vessel—and in fact they are doing it 
today 

Senator Lauscne. Well, then the disparity or condition that points 
out that their tonnage has increased while ours has gone down 1s tied 
into the economic advantages of operating under a foreign flag. 

Mr. SwHarrro. Precisely. It is not the problem of ‘transfer out, 
basically. 

Senator Lauscue. And do I understand your thought is the manner 
of meeting that competition is to develop a fleet that in spite of the 
high cost of wages and other operating costs, the efficiency of the 
fleet will enable us to compete. 

Mr. Suartro. Yes. 

Senator Lauscue. And that is new and better ships with larger 
cargo, faster movement. 

Mr. Suartro. No question about it. 
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The Cuarrman. That is right. 
Now, let’s get the record straight here, too. You people have con- 
sistently testified against the sale of ships foreign, is that correct? 

Mr. Suarrro. Yes, sir. 

The Cuamman. What is the difference ? 

Mr. SxHaprro. Substantial difference, Senator. When you transfer 
a vessel out under this program, you are getting something in ex- 
change. You are getting a new vessel built in American yards, em- 
ployment for American seamen, an organization that is paying taxes 
to the American economy. 

In exchange for these benefits you are transferring vessels out. This 
is the balance. Nothing is black and white in this area. In 12 years 
I haven’t seen it. I think it is a good balance. Other people may 


disagree. 

When you sell a vessel particularly at a bargain price to foreign 
flag, you are not building a new vessel in American yards, you are 
not putting American seamen to work. You are not creating any tax 
revenues for the American enterprise, but you are doing all of the 
things that you object to in the transfer foreign policy, in that you 
are promoting foreign competition. In other words, you are getting 
all of the disadvantages and none of the advantages. 

The Cuatrman. But what would you say to a proposal—there are 
several proposals to this effect: If you allow us to sell our ore on 
the open market, the world market, we will make application to build 
a new ship. 

What would you say to a proposal like that ? 

Mr. Sapiro. Well, I would say to a proposal like that, precisely 
what I say 
The Cuatrman. I am speaking of a sale rather than a transfer. 

Mr. Suarrro. If the economic advantages of the total picture, from 
the point of view of the Maritime Administration, if it weighs out to 
being advantageous I would say by all means, if it weighs out to be- 
ing disadvantageous I would say “No.” 

I will trust a situation of this type either in the hands of the Mari- 
time Administration 

The CHairman. So you would have no objection to allowing an out- 
right sale, foreign. 

fr. Suaprro. Provided if in exchange there is something to be 
gained. I might add this problem hasn’t been specifically considered 
by our organization. It was a personal opinion. 

The Cuarrman. All right. 

Mr. Suarrro. Opposition to the present maritime transfer policy 
has been interposed on the ground that there is involved directly and 
indirectly a loss of Federal taxes which presumably S. 1488 would 
prevent. This position is as shortsighted as it is forgetful of the facts 
of the recent past. What income to the Government existed in 1954 
when the market forced the lay-up of over 100 of the less-economical 
tankers? Parenthetically, what employment did these inactive ships 
provide ? 

We think the long-range interest of the Treasury Department is not 
served by attempting to assure unto itself, as is proposed by S. 1488, 
tax revenue for a brief period from ships growing uneconomic as each 
day passes. This would in effect put the Treasury in the position of 
prognosticating the health of the tanker market for the next 5 or so 
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years, for it assumes said ships will be revenue producers under Amer- 
ican flag over that period; and right now I might add there are many 
American tankers that are not revenue producers. This is because 
of the market. 

The Cuartrman. Well, I don’t think you can take just the year 1955. 
T don’t think anybody would take that as a typical year because this 
market, as you know better than everyone else, goes up and down. 

As a matter of fact, I think the charter market has broken in the 
past 6 months. 

Mr. Sapiro. Yes, it is very serious. Contrast this with the po- 
tential tax revenue from the newly built, more modern and truly com- 
petitive, large-size tanker in a market even weaker than that which 
may now exist. 

Completely relevant to an evaluation of the present maritime trans- 
fer policy is the issue of effective American control of the vessel 
transferred. You have heard from industry witnesses their judgment 
as to the extent of American control of their own ships transferred 
foreign. Other witnesses from the Government have confirmed that 
citizen-owned vessels so classified by Maritime will beyond any rea- 
sonable doubt be available to the United States in an emergency and 
sail side by side with American-flag ships in the defense of the prin- 
ciples of the Western World. As an institute, we have no basis for 
doubting the judgment of the Maritime Administration and Navy De- 
partment that these vessels are under effective American control. We 
would, however, caution those who doubt this premise, for they are 
reflecting not only on the response of citizens to the demands of the 
United States in regard to ships which may be located outside the 
United States but also in regard to all other properties. 

The Cuarrman. Right there, that was not our experience in World 
War II, was it? 

Mr. SuHartro. I must disagree with that Senator. I have heard 
reference to that before, but for the life of me I don’t know how this 
came about, because the truth of the matter is the response of Ameri- 
can-owned vessels overseas during World War II was virtually the 
same as American-flag vessels and I can go even one step further. In 
the Korean war we had a tanker shortage and we formed the volun- 
tary tanker pool. 

The CuarrMan. Right, we did not have the experience in the Korean 
war, but in World War II, the ships of the free world, every coun- 
try that had ships, whether they had been transferred or not, made 
a very vigorous plea that they keep them themselves because they 
needed them and we had to go ahead and build a whole new merchant 
fleet. 

Mr. Swaprro. Senator, no. That has grown a little out of propor- 
tion. Mind you, I am not speaking about effective American control 
when I am talking about the Norwegian vessel or the British vessel 
or any of those vessels. I am talking now about the American-owned 
vessel under foreign flag. I am talking now about the ships, and you 
have had witnesses here before you from Esso, from Gulf, and so forth, 
those vessels were as responsive—now, in a crowd of many people 
who transfer foreign, you will find several, there is no question about 
it, who will not be responsive, but I am talking now about the hard 
core which own perhaps 90 percent of these Panamanian- or Liberian- 
flag vessels. 
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_ Those vessels were as responsive as their American-flag fleets and 
in 1950 to 1953 when it became a problem of supplying the Armed 
Forces with transportation for petroleum products, these companies 
put into that pool of vessels which was available to the Maritime Ad- 
ministration and in turn the Military Sea Transportation Service, 
at out-of-pocket losses to themselves, not only their American-flag 
vessels but every single one of their foreign-flag vessels. They were 
in that pool. : 

The Cuatrman: Well, you and I disagree on the record in that case, 
but I just can’t see any effective control of a ship flying the Pana- 
manian flag with an Indian crew and an Italian captain caught in 
the Mediterranean if something happens, even though it is owned by 
American citizens. 

Mr. Suartro. Well, of course, where would such a ship go under 
any circumstances. It has only two choices, to go to the enemy 

The Cxarrman. In World War II they went right back to their 
own countries and stayed there. 

Mr. Suaprro. Not ships owned by American citizens. 

The Cuarrman. Well, it is all a matter of record. 

Mr. Srartro. As to the specific language of the proposed bill, it 
would authorize the Federal Maritime Board to approve a sale, trans- 
fer, or placement under foreign flag or registry only if certain certi- 
fications are made by the Secretary of Defense, the Secretary of Com- 
merce, the Secretary of State, and a public hearing has been held by 
the Maritime Board and certain determinations, based thereon, made. 

These conditions are so restrictive as to practically prohibit any 
such transactions. 

It is extremely doubtful that the Secretary of Defense would ever 
certify that the vessel “is and will be of no value to the defense of the 
United States, or of any value to a possible enemy of the United 
States during its useful life”; likewise is it doubtful that the Secre- 
tary of Commerce would certify that the vessel “will be of no value 
to the foreign or interstate commerce of the United States during its 
useful life.” We believe they would not assume the burden and re- 
sponsibility of making the required certifications, the veracity of 
which could be very easily, and probably successfully, challenged. 

Is it likely that the Secretary of State would ever certify that the 
sale, transfer, or placement under foreign flag or registry will be in 
furtherance of the foreign policy of the United States? Is it reason- 
able to believe that he would go any further than to say that it would 
not adversely affect the foreign policy of the United States? 

Section 2 of S. 1488 would amend section 501 (a) of the Merchant 
Marine Act, 1936, so as to prohibit the Federal Maritime Board from 
granting construction-differential subsidy 

The CnarrMan. Just again for the record, because that is all we 
are trying to do here today, complete this record, I am in entire agree- 
ment with you in your paragraph regarding the Secretary of State. 
I don’t think they would. As a matter of fact, the State Department 
would like to see more foreign-flag transfers because they think that 
helps world relations, and there have been those in the State Depart- 
ment. who have made public speeches suggesting we get out of the 
merchant marine business altogether. 
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Mr. Suaprro. You are perfectly right, Senator. Section 2 of the 
bill would amend section 501 (a) of the Merchant Marine Act of 1936, 
so as to prohibit the Federal Maritime Board from granting construc- 
tion-differential subsidy aid, to an applicant who owns, or operates, 
directly or indirectly, any foreign-flag vessel which competes with any 
American-flag service determined to be essential under section 211 of 
such act, unless the Board determines, by unanimous vote of its mem- 
bers, that special circumstances warrant the waiving of such pro- 
hibition. Said provision is most unwise for it creates an artificial and 
harmful relationship with construction-differential subsidy aid. The 
purpose of constructon subsidy is to insure that vessels for American- 
flag operation will be built in this country rather than abroad. The 
aid is actually a subsidy to the shipbuilding industry, to insure an 
American-built merchant fleet. The result could be that an American 
company owning or operating foreign-flag vessels in particular trades 
under entirely justifiable conditions, would have to divest itself o 
these vessels in order to be eligible for a construction-differential sub- 
sidy. Rather than do so, there is every probability that it would build 
abroad. As a result, the American shipbuilding industry, shipbuild- 
ing labor, and national defense availability of shipbuilding manpower 
skills and facilities, would suffer. 

The Cuamman. There again, that is on the assumption that none 
would be built or not as many would be built unless they could do this 
convenient trade-out. 

Mr. Suaprro. Well, let’s——— 

The Cuarrman. I might agree with you, but it is based on that as- 
sumption, isn’t it? 

Mr. Suapiro. Yes. 

The Cuatrman. All right. 

Mr. Suaprro. Section 3 of S. 1488 would amend section 804 of the 
Merchant Marine Act, 1936, so as to require the unanimous vote of the 
members of the Federal Maritime Board in order that a waiver per- 
mitting an operating-differential subsidy contractor to own, charter, 
act as agent or broker for, or operate any foreign-flag vessel which 
competes with an essential American-flag service, might be granted. 
We consider it unnecessarily severe to require a unanimous vote of 
the members of the Federal Maritime Board for this purpose. We 
know of no other provision in the Merchant Marine Act of 1936 which 
requires the unanimous vote of all of the members of the Federal Mari- 
time Board in order to obtain authorized action. 

In summary, we would like to point out that nothing stands in 
sharper contrast with the pessimism as embodied in S. 1488 than the 
manifestation of faith in the American fleet as evidenced by the in- 
vestment, by private industry, of millions of dollars under this pro- 
gram. Certainly grave consideration should be given by the Congress 
before any action is taken to abolish anything so effective. 

The CHarrman. Now, do you think that there might be some sug- 
gestion that we should be a little pessimistic about our American 
merchant marine when we find that we have lost almost a half million 
tons to foreign flags, and these particular contracts have gained over 
3,259,000 plus tons ? 

Mr. Suaptro. I would say this, Senator. The cold, stark figures 
are reasons for pessimism, there is no question about that. But, I 
think that the pessimism should lead one to seeking devices that 
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would prevent the disappearance of the American fleet and unless the 
Congress and the Nation as a whole is willing to say that the fleet 
shall consist solely of subsidized vessels and solely of those limited 
vessels that are operating in domestic trade, and in effect, saying we 
should have half of the fleet we even now have, then I think we must 
seek not restrictive measures but measures that will perhaps be for lack 
of a better term, more liberal and encourage the increase in the fleet. 
You don’t do it through S. 1488. 

The Cuarrman. And, of course, I think you understand, as I do, 
that the purpose of this bill was to again bring into focus the overall 
problem that we have regarding foreign-flag transfers. I have 
searched my mind on many occasions over the past years as to whether 
or not there would be any constitutional way to stop this sort of thing 
from American operators and I have always said and you know and 
you have agreed with me and all of the operators in the whole indus- 
try, that what we are trying to do is to help create a climate that you 
would be proud to fly the American flag and want to rather than to 
seek all kinds of evasive means to get out from under the American 
flag. 

Mr. Suartro. There is absolutely no question about that. You have 
got to provide the inducements by which it is attractive to operate 
under the American flag. Now, this, of itself, does nothing. It does 
nothing to prevent the Panamanian and the Liberian flags from grow- 
ing even larger than they are now. It does nothing to prevent the 
merchant fleet from collapsing. AlJl it does is say 1f you are under 
American flag now you have to stay there*until you want to sink your 
ship. Now, you have got to sink your ship in 5 years. There is no 
question about this. 

The CHatrMan. Some of them. 

Mr. Suariro. I am speaking now of the vessels that are involved in 
this trade-in. The market can make it 2 years. Some of these T—2’s 
that may have looked attractive 6 months ago, are looking very un- 
attractive today. 

The Cuarman. And, of course, I think unfortunately, too, that so 
much of this has evolved because of world conditions around the tanker 
problem rather than the cargo problem. 

Mr. SuHartro. I think that is perfectly true, too. 

The Cuarrman. And that is a little bit unfortunate in trying to 
look at the whole picture. 

Mr. Suariro. That is perfectly true. 

The Cuatrman. And I know there are also proposals that tramps 
and unsubsidized ships come under the subsidy and we might create 
a better climate there. 

Mr. Suarmo. Yes, you might. You might create a better climate 
and I think it is something that is certainly worthy of scrutiny and I 
know you have introduced a bill to this effect—to encourage shipown- 
ers to set) aside some of their profits on a tax-deferred basis—— 

The Carman. So they could build ships. 

Mr. Sapiro. Providing they use those funds for vessel construc- 
tion. This is the sort of inducement I think is positive in contrast 
with the negativism of this bill. 

The Cuatrman. Now, one more question for the record: The Mari- 
time Administration will furnish these figures: In several of these 
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cases, not all, the vessel has been purchased under the Ship Sales Act; 
is that correct ? 


Mr. Suarrro. Yes, almost all of them. 

The Cuatrman. At a very reduced price compared to its value. 

Mr. Suariro. Well, at the statutory price. 

The Cuamman. But its world market value sometimes is higher. 

Mr. Suaprro. Oh, yes. 

Mr. Morse. They were all purchased at the same price they were 
being sold at the same time to foreign carriers. 

The Cramman. The chairman is familiar with that because he 
authorized the bill, but there is the question that the ship now being 
traded out is worth much more than the price at which it was pur- 
chased from the Government, the statutory price. 

Mr. Suaprro. Yes, but it is being traded out from one element of 
the company to another element of the company. ‘There is no profit 
in the trade-out as such. 

Senator Lauscur. Mr. Shapiro, I understand that your position is 
that if we are to compete with the merchant marines of the world, it is 
necessary that we develop a fleet that will carry larger cargoes, speedier 
and more economically than the present one ? 

Mr. Suarrro. I would say this would go a long way in making us 
more competitive. 

Senator Lauscue. Now, then, you are of the belief that by this trade- 
out policy connected with compulsion that there be new building in 
our shipyards of modern ships will bring us to a position from which 
we can compete much more quickly than the policy contemplated by 
the bill pending before us? 


Mr. SHaptro. There is no question in the world about that. There 
is no question in the world. We are trading out old vessels almost 
completely obsolete at this stage and in exchange we are getting new, 
highly ne seats instruments. 


Senator Lauscue. Your position is that if we are now at a com- 
petitive disadvantage with the fleets of the world, if we continue op- 
erating with these under compulsion, with these old vessels, we will 
not improve our position in competition ? 

Mr. Sartro. Never. 

Senator Lauscue. Now, then, getting down to—— 

The CHatrman. Well, Senator Lausche, I hate to interrupt you, 
but could I ask this question of Mr. Shapiro: When you use the word 
compulsion, there is no compulsion against anyone not to build a new 

ship. 

Mr. Suarrro. No, the compulsion that the Senator referred to, I 
understood to be the compulsion to build a new modern vessel in ex- 
change for the trade-out. 

Senator Lauscue. Let’s find out here. This bill in effect says to 
you, “Operate your own vessel until it is worn out.” 

Mr. Suarrro. That is right. 

Senator Lavscur. “We will not allow you in any way to gain any 
recoupment from the disposition of your old vessel, ” is that correct ? 

Mr. Suaprrro. That is correct, the inducement is eliminated. 

Senator Lauscne. All right, now, we get down to the point where 
the vessel is gone. Now, my question is, what economic factors will 
the operator consider in determining where he shall get a new ship 





156 SHIP TRANSFERS TO FOREIGN FLAG 


and what is he able to do under our law. Now, I confess that I do 
not know the whole problem. 

The Cuarrman. That is a very good question. 

Senator Lausche, that is a very good question. 

Senator Lauscne. Thank you, Senator. I think my other questions 
were also good. 

The Cuatrman. All questions are good in this committee. This is 
a particularly good one because this gets down to the crux of the mat- 
ter. 

Senator Lauscue. Yesterday I heard a Senator argue and the 
President was always good when he agreed with the Senator’s views 
but he was indefensibly base when he disagreed with the Senator’s 
views. Could we have that question read ? 

(Question read.) 

Mr. Swaprro. There are a number of alternatives available to him. 
If he is operating in the foreign trade, he can get a construction-dif- 
ferential subsidy. That means that the Government says to him, 
“You can get an American-built ship for the same price as you would 
get a foreign-built ship. Therefore, build in American yards.” 

Now, this is a subsidy to the shipbuilding yards, but it provides the 
operator with an instrument of equal cost with his competitor. He 
could presumably, except as a tanker operator he would not at the 
moment at least, get an operating-differential subsidy, which would 
enable him to meet his foreign competition in the five elements of sub- 
sidy or the five elements of cost that are subsidized by the Govern- 
ment. He could get in the building of a vessel whether be wanted a 
construction subsidy or did not want a construction subsidy, he could 
get mortgage insurance for these vessels which simply enables him to 
finance the vessel more attractively or more feasibly than if he did not 
go in for a Government-guaranteed mortgage. Basically, however, 
all of these—— 

Senator Lauscue. Well, now, stop there. That is by subsidies, the 
differential in the cost of operation or the cost of construction can be 
neutralized. 

Mr. Suariro. Roughly, yes. 

Mr. Lauscue. Thus, if that is so, there would be no inducement to 
have him have his ship built by a foreign shipbuilder. 

Mr. Suarrro. That is right. 

Senator Lauscue. So we do get down to the proposition that under 
the existing statute you are at this time modernizing your fleet. while 
under this bill the prospects are that the old ships will be used until 
they are exhausted and then the new shipbuilding will begin ? 

Mr. Suaprro. There is no question about it. 

The Crarrman. Well, they don’t have to be used. There is a trade- 
in provision, too. 

Mr. Suarrro. Well, now, Senator 

The Cuarrman. Let’s get the record clear. 

Mr. Suartro. Yes, I think the record should be clear in this respect. 
It is perfectly true that 

The Cuarrman. You can trade in any time and build a new ship. 

Mr. Suarrro. I would say the limitation there is how much money is 
available to Maritime through the Congress to allow for this trade-in. 

The Cuarrman. That is right, and we are a little short of money in 
that respect. 
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_ Mr. Suapmo. That and many others, but Senator, again I would sa 
it is perfectly true that when you say the vessel will be traded in, it 
doesn’t go to your foreign competitor, it goes in the reserve fleet, and 
there is that advantage and there are other advantages, but the dis- 
advantage is that you are paying money for this trade-in. You don’t 
get anything for nothing, so to speak. 

The Cnarrman. That is right. 

Mr. Suarrro. Now, all of these programs, I am sure 

The Cuarrman. But I am trying to clear up the record. No opera- 
tor needs to use his ship until its useful life isended. He can trade in 
or make application for a new ship any time he wishes. 

Mr. Suaptro. Yes. 

The Cuarrman. [f it is 15 years old, or 14 or 18. 

Mr. Suariro. He certainly could, but today I venture—— 

The Cuarrman. And part of the application would be that he would 
build a new ship and apply for ship construction subsidy. 

ar Snapmo. Well, of course, we do know that the trade-in 
policy 

The Cuatrman. That has been done. 

Mr. Srapriro. We do know that the trade-in policy was simply not 
productive of much new construction. 

The Cuatrman. No, because you can get the tax avoidance, you can 
get the cheap crews, you can fly the Panamanian flag. 

Senator Lauscur. My inquiry is how are you going to cure those 
evils by this bill ? 

Mr. Suartro. You can’t, Senator. 

Senator Scuorrren. Mr. Chairman, there are some matters I want 


to get into the record down there. May I be excused ? 

The Cuatrman. Are there any further questions of Mr. Shapiro? 
I want to place into the record your testimony on sale of ships 
foreign. 

Mr. Suartro. Please do. 

(The prepared testimony of Mr. Shapiro follows :) 


Mr. SHaprro. My name is Alvin Shapiro. I am vice president of the Ameri- 
can Merchant Marine Institute, the largest national trade association of Ameri- 
can shipowners and operators. Our members operate vessels into and out of 
virtually every major port overseas and in the United States. 

The institute appears here today to express its vigorous opposition to all 5 
bills calling for the sale of 56 vessels from our reserve fleet to foreign registry, 
as follows: 

1. Senate Joint Resolution 66, 12 Libertys to India. 

2. Senate Joint Resolution 84, 6 Libertys to German flag. 

3. Senate Joint Resolution 90, 24 Libertys to German flag. 

4. S. 2038, 10 unspecified vessels to Italian flag. 

5. S. 1644, 4 C-1—-M-AV1’s to Mexican fiag. 

Each of the bills is somewhat different as to terms, conditions, or other details. 

Basically, our opposition rests on the fundamental premise that favorable 
action on any of them would be shortsighted at this moment in the history of 
the American merchant marine. Unquestionably, it would be inconsistent with 
the basic American maritime policy established by the Congress and which this 
committee, the industry, and each American in one way or another have worked 
so hard to make effective. 

Citing two of these fundamentals may be helpful. We have not yet achieved 
the type or quality of merchant marine stated as our basic goal in section 101 
of the Merchant Marine Act of 1936, and continuously accepted by successive 
Congresses as a desirable and necessary maritime objective. 

Secondly, section 11 of the Merchant Ship Sales Act of 1946 calls for the 
freezing of ships in the reserve fleet except under special circumstances. More- 
over, the Congress has established a mechanism of charter by which worldwide 
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vessel shortages and consequent unreasonable rate levels can be held in check 
by the use of reserve fleet ships under American-flag operation. 

It is our position now, as in prior years, that it will be impossible for the 
United States to build a modern and efficient merchant marine to meet its com- 
mercial and defense requirements if we continue to maintain a bargain counter 
for the sale of war-built ships. 

Under the bills before you there would be sold to our foreign competitors 
tools for international—either directly or indirectly—competition at sea at 
prices which are fabulous bargains in today’s market even though this market 
has in fact witnessed a precipitous decline in the last 5 months, as I shall 
demonstrate later. 

The American shipowner has with considerable consistency opposed past 
efforts at reopening ship sales. It is true, however, and I think we ourselves 
should point out to the committee that in a few exceptional cases, now. past, 
we have voiced little or no opposition and, in fact, may have favored certain 
foreign sales transactions. This took place under special conditions which in- 
volved direct benefit to our fleet, such as sales to the Philippines and Brazil. 
Because of the beneficial aspects of these transactions to the American industry 
they should, in our opinion, be put in a class by themselves. 

In order to convey the views of our members and to clarify the position we 
take, I would like to give a brief review of surplus war-built vessel sales under 
the 1946 statute. I realize the terms of the Ship Sales Act are well known to 
the members of this committee, so I will cover only a few of the more important 
aspects: 

A. Surplus war-built vessels were priced under a formula set by the Congress 
in order for the Governinent to recover as much of the original cost of these 
vessels as possible, but at the same time sufficiently low to attract purchasers. 
Less than half of the available fleet was sold. The Government’s motivating 
interest in ship sales today is, in our opinion, so overwhelmingly different from 
that which existed at the time of the enactment of the original statute that we 
see no reason why prices should remain stagnant at the statutory 1946 level, a 
level which has become thoroughly unrealistic in the last several years. 

B. Vessels were available to American and foreign buyers on basically iden- 
tical terms and conditions except that American buyers had first preference of 
selection. 

C. In order to attract buyers, the Congress mandated that unsold vessels 
would be removed from the market, placed in a national defense reserve fieet, 
and not be offered for sale again. However, due to the slow recovery from the 
effects of World War II and the continued demand for relief and rehabilita- 
tion in vast areas of the world, Congress extended the period of sale from. 22 
months to 24 months in the case of noncitizens and to 58 months for sales to 
citizens. 

D. American-flag buyers purchased 821 vessels for ocean trades for approxi- 
mately $800 million; 1,113 vessels, for a total of $923 million, were sold for 
foreign registry. 

All the countries currently involved in legislation pending before this com- 
mittee, with the technical exception of Germany, had ample opportunity to pur- 
chase all the vessels of the types they now seek before the Ship Sales Act closed. 
As a matter of fact, Italy did buy 123 ships and India, 15. 

More than a decade has passed since the first offering of war-built ships was 
made. Purchasers, both American and foreign, of vessels under the act had 
every reason to believe that the United States Government would fulfill its 
obligations under the act by closing out sales and not let the vast number of sur- 
plus ships hang over the shipowner’s head as a continuous threat on the market 
by being available to potential competitors and to jeopardize the value of vessels 
already purchased. 

Since the close of the Ship Sales Act of 1946, there have been numerous at- 
tempts, particularly by foreign interests, to open the gates to our reserve fleet 
in order to gain advantage in the purchase of merchant vessels. It comes as no 
surprise, but it gives us real pause to ponder the genuine interest in merchant- 
ship operation of these applicants, when their requests come exclusively at the 
higher points in the market. This, in effect, means they want ships .only when 
the price to be paid is well below real value. We feel certain that, if sales were 
put on a bid basis with the world market rate as the floor, their interest in many 
cases would vanish. 

Ship values throughout 1956 were at unusually high levels due to a most satis- 
factory freight market. Both worldwide indicators—that. is. the value of shins 
and the world market—of prosperity for the maritime industry have, in the last 
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several months, definitely turned downward for a variety of reasons, probably 
the most prominent being the increased effective supply of worldwide tonnage. 
During 1956, 505 freighters of over 414 million deadweight tons were delivered 
from world shipyards—none for United States registry. This is the equivalent 
of having added during 1956—just 12 months—7.3 percent to the tonnage available 
for sea trade on January 1 of that year. The actual and proportionate increases 
in 1957 will be just as great or greater, for there is a total pool of 15.7 million 
deadweight tons of freight ships now on order. These will be fed slowly into 
the total world freight-ship supply. Vessels removed from our reserve fleet, par- 
ticularly on a permanent basis, can only tend to continue the downward trend 
in ocean freights. 

Transatlantic coal rates varied from $13.72 to $14.14 in the first week of 
January. However, fixtures reported during the last week of May varied from. 
a low of $6.58 to a high of $6.72. The coal rate to the Mediterranean area has 
also shown a decline of similar proportions. In January, coal was being shipped 
to west Italy for $14.90 a ton. By the last week of May this rate had dropped to- 
$7.50 per ton. 

If further evidence is needed, the rate on grain from the gulf to the Antwerp- 
Rotterdam range varied from $16.25 to $17 in the first week of January and 
has fallen to $8.50-$8.75 during the last week of May. 

If the committee will bear with me, I would like to comment briefly on the 
individual proposals as set forth in the various resolutions and bills. 

Senate Joint Resolution 66 authorizes the sale of 12 Liberty-type vessels or 
their equivalent to the Government or citizens of India. It stipulates that the 
price shall be no more than that set forth in the Ship Sales Act of 1946, or the 
old floor price of $544,506. The latest sales price in the world market for 
Liberty freighters ranges from just under $1% million to just over $1%4 million. 

Senator Brsrte. What is the latest sales price in point of time? How long 
ago? At June, how were those sales posted? 

Mr. Suaprro. These were sales in May. I cannot vouch for that at the moment, 
but I will tell the committee exactly the date of those transactions. 

Senator Breie. It was in the date of May 1957. 

Mr. SHaprro. That is right. 


(Subsequently, Mr. Shapiro submitted the following statement :) 


“During the course of my appearance before your committee on June 11, 1957} 
1 stated, at the very bottom of page 5 of my printed statement, ‘The latest sales 
prices in the world market for Liberty freighters ranges from just under $1% 
million to just over $1% million.’ 

“Senator Bible, and I believe the record will show, then asked me for what 
period these prices were applicable. I indicated that I was not certain, but 
believed it was within the last 30 days or sometime during the month of May. 
I now find that this is not completely accurate. The prices referred to in my 
statement just quoted were applicable during the first quarter of 1957, and that 
range of prices is shown in the Shipping World, issue of April 10, 1957. Sinee 
that time the peak prices have fallen somewhat and we have been able to track 
down the following very recent sales at prices shown: 

“(a) The Table Bay was sold by Western Canadian Steamship Co. to a 
Panamanian company for delivery in June 1957, at a price of $1,280,000, as re- 
ported in the May 1957 Marine News. 

This same vessel, in the May 8 edition of the Shipping World, was shown as 
sold for $1,308,000 to the same Panamanian company. The latter publication 
reported that this vessel was then resold to Yugoslav interests for $1,490,090. 

“(b) The Marine News of June 1957 reports that there was sold for June 
delivery the Liberty ship Lake Kootenay by the Western Canadian Steamship 
Co. toa Panamanian steamship company for $1,280,000. 

“(c) The Shipping World of May 22, 1957, reports the sale of the steamship 
Wilford, from a Norwegian steamship company to a company we caunot at the 
moment identify, for a price of $1,190,000.” 

Mr. Luckey. Were these coal-burning ships? 

Mr. SHapiro. No. If the vessels are to be restricted to the Indian coastwise 
trade, what enforcement of such a restriction would be available to our Govern- 
ment? For what period of time is the coastwise restriction to be in effect? What 
assurance is available to American ship operators that the availability of these 
vessels for coastal trade will not release other Indian vessels presently in the 
coastal trade to be used anywhere on the seas, even in United States. trade? 
Finally, we must seriously question the choice of a Liberty ship for the Indian 
coastal trade. It is, we are informed, not highly suitable for this purpose. 
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Senator Cotton yesterday raised a question that was most apropos about the 
suitability of the Liberty ship for the coasting trade. In the Indian trades it- 
self we would like to point out to the committee because we think it is most rele- 
vant, that India is suffering from severe congestion at its ports. This is largely 
if not entirely due to the lack of deep-sea berths available for oceangoing ves- 
sels. If you are to put Liberty ships, which are oceangoing vessels, into the 
coasting trade, you are obviously going to be using the very short number of 
deep-sea berths for a coasting trade. This can only accentuate the shortage 
of deep-sea berths for the Indian Ocean trades. And as a matter of fact the 
bill itself—because we don’t think they are contemplating Liberty-type vessels, 
but more characteristic coastal-type vessels—the bill itself states: “Liberty 
vessels or such number of smaller merchant vessels as may have a total ton- 
nage equivalent to such Liberty ships.” 

If we are genuinely here talking about coastal vessels we must no longer 
be talking about 12 Liberty types, but 25 true coasting vessels. 

Senator Brste. Do you have the same objection to that? 

Mr. SHaprro. We have objections, Senator, to the sale of these vessels. How- 
ever, we certainly do have more serious objections to the sale of vessels that 
is going to make the very serious congestion situation in India ports even worse. 

Senator Brste. Very well. You may proceed. 

Mr. SHaprro. One argument that is frequently advanced by proponents of 
ship-sales legislation is that their national fleet rehabilitation is vital. The 
committee will be interested to know that India’s current dry-cargo fleet is seven 
times larger than that which existed prior to World War II. We have found no 
evidence that her trading requirements have increased in the same proportion. 
Further, India, for herself, is having built 24 vessels of almost 250,000 deadweight 
tons. Is she unable to have built for her the vessels covered by the present 
proposal? 

Senate Joint Resolutions 84 and 90 authorize the sale of 30 Liberty-type vessels, 
24 of which are to be coal burning, to specific citizens of the Federal Republic of 
Germany. These resolutions, among other things, flatly conclude that the ships 
are of no value in our defense or for United States commercial operation. This 
may or may not be the case. There is, however, little question that in free 
foreign operation they can have adverse effects on commercially operated United 
States-flag vessels, many of which are engaged in trades identical with that 
contemplated under this proposal. As in the case of India, the German pur- 
chasers again desire the vessel for approximately a third of its present value. It 
should be added that West Germany has been extremely successful in rebuilding 
her freighter fleet. This currently totals 3.8 million deadweight tons and is now 
actually larger—not smaller, but larger—than the whole German dry cargo pre- 
war fleet. In addition, Germany is building in her own yards for her own flag 
close to 1.2 million deadweight tons. With this type of recovery, including her 
future prospects from new building, it would seem to us of the American maritime 
industry a little remote that our own Government should be aiding German ship 
operators while ours are struggling to survive stiff competition, part of which is, 
in effect, offered by German vessels. 

In specific connection with the German proposal, several statements were made 
earlier which I think should be put in their proper perspective. 

Essentially it was stated the advancement of the American export market for 
coal in Western Europe was dependent upon low rate ocean transportation. It is 
certainly true that the very peak rates as an extremity may discourage some 
exportation of American coal, but it is not true that low rates tend to encourage 
American coal exports. Perhaps this can be summed up best by saying that the 
postwar history of American coal exports indicates that the peak volumes were 
achieved at freight rates which were not low nor even as low as exists today. 

It has also been implied—and Senator, I have just briefly sketched this, and 
this is almost valueless except for the slopes of the curves—the scales are not 
accurate—but the dotted black line, here, is an indication of the volume of coal 
exports. The solid line—and forget the extremities because the scale affects 
that—the solid line indicates the freight rates, and you will see that your peak 
markets in the coal export correspond with the peak rates in the coal trade. Now 
a large part of this is a result of the fact that the freight market is of itself made 
up largely by the demand for ships created in the coal export trade. 

Senator Brste. That may be made a part of the record if you like. 

Mr. SHapreo. I would prefer, Senator, if you don’t mind, because statistically 
this is so inaccurate by scale, except for slope, that it may be corrected. 

Senator Brste. It may be corrected and placed in the record for the informa- 
tion of the committee. 
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Mr. SHaprmo. It has also been implied that the coal export market is of great 
interest to the potential purchasers under the bill before you, and noncom- 
petitive with American interests in this regard. The committee should, of 
course, know that an American corporation representing coal interests, Ameri- 
can railroads, American shipping, and American coal-mining labor have joined 
together to form a corporation for the transocean movement of coal, with a 
capitalization of $50 million. American enterprise is obviously greatly interested 
in the ocean transportation of coal, transatlantic, as are several dozen tramp 
shipping operators operating under American flag. 

Senator Brste. What is that corporation, specifically? 

Mr. SHaprro. American Coal Shipping Co., Inc. 

Senator Brste. And what have they done other than organized? 

Mr. SHapiro. They have purchased 1 vessel and, as pointed out during the 
hearing yesterday, they have chartered 6 vessels from the Government; they 
definitely intend building vessels for this trade. They unfortunately have run 
into a labor situation that has not promoted their progress as quickly as it might 
ordinarily have been made. 

Senator BIsLe. When was this company organized ? 

Mr. SHapriro. Within the last 12 months, to the best of my recollection. 

Senator Brste. Thank you. 

Mr. SHapmo. In addition to the interests of this particular company, there are 
Several dozen American tramp shipping operators operating under American 
flag who are very interested in this trade and who live by it. 

You cannot measure the competitive nature of a vessel by the standard of 
whether it would or could be profitably operated under United States flag. 
From that point of view, coal burning Liberties may perhaps not be of interest 
to the American shipping industry, but in the hands of a foreign competitor they 
can have serious adverse effects on the availability of cargo for American ships 
at reasonable rates, employment of American seamen, and tax revenues to the 
lederal Government which are lost whenever cargo is carried on a foreign 
rather than on an American ship. 

The fact that American ships may have carried only 3 percent of our coal ex- 
ports during the first 6 months of 1956, does not indicate that this traffic is incon- 
sequential for American-flag operators, for it is in fact very consequential. And 
so long as bargain-priced ships are available in the reserve fleet for foreign pur- 
chase, private American industry will never be attracted to building modern 
specialized vessels for this trade. Hence, our percentage of carryings will be 
condemned to the 3 percent level. 

You have been told that ships sold from our reserve fleet for the transportation 
of coal under foreign flag will, under the proposal, substitute trade for aid. It 
is vital to note that at least in the last 12 months American coal has been pur- 
chased.in Europe with free dollars with the exception of a sporadic cargo to 
Spain and Yugoslavia. This proposal can in no way alter the facts on trade 
versus aid insofar as coal shipments to Western Europe are concerned. 

S. 2038 authorizes the sale of 10 war-built vessels to citizens of Italy for use 
in their intercoastal trade. This bill does not even include the type of vessels to 
be sold, so it is obviously impossible to comment on that aspect or the pricing 
criteria. We do not think this Government needs to aid Italy in rebuilding her 
merchant fleet. She now has 3.3 million deadweight tons of freight ships in 
operation, almost half again her comparable prewar fleet. Further, she has 
orders placed for the addition of over half a million tons for her own merchant 
marine and, like Germany, is actually building substantial numbers of vessels 
for nonnational ownership. All of our reservations about making available 
vessels for the Indian coastal trade apply equally to that intended for Italian 
domestic trade. So I will not burden the committee with repeating these points. 

S. 1644 authorizes the sale of four Cl—-M-—AV1-type dry-cargo vessels to Mexi- 
ean citizens for use in their domestic trade. The bill does, however, go on to 
entitle these vessels to transit privileges in the United States ports of San Diego, 
Calif., and Brownsville, Tex. Records available covering the intercoastal trade 
of Mexico indicate that this is of a most minimal nature, having totaled only 
32,000 tons in 1955. Her coastal trade is, of course, much more substantial. 

The privilege of calling at Brownsville, Tex., and, more particularly San 
Diego, Calif., clearly will put these vessels in competition with American-flag 
vessels even though these ports may not be regular ports of call for United 
States ships trading to and from Mexico. For example, Los Angeles is a regular 
port of call for United States operators in Mexican trade and the rerouting of 
cargo from Los Angeles to San Diego would be a very simple procedure in order 
to make it available for the proposed Mexican vessels and deny this traffic either 
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immediately or potentially to American ship operators. Further, the Mexican 
bill, as we see it, allows for the depreciation of ship sales price from the period 
since the close of the Ship Sales Act. This would make a $694,000 ship sales 
price C1-M-AV1 available to Mexico for about $250,000, which is about 25 
percent of the latest world sale price of this type of vessel of which we have 
record (May 1956). 

Senator Brste. Is that the last time a C1-M-AV1 was made, in May 1956? 

Mr. SHapriro. That is the last one of which we have record, yes. On the free 
market. 

Citizens of Mexico were eligible and had every opportunity of buying vessels 
under the Ship Sales Act, but for reasons unknown to us did not take advantage 
of that opportunity. 

As the committee already is aware, the American-flag operator faces serious 
foreign competition which naturally manifests itself in the overall enthusiasm 
with which American operators face their vessel replacement problems. We 
feel, therefore, that you will be interested in the fact as of January 1, 1957, only 
55 American ships, or less than 700,000 tons, in our privately owned dry cargo 
fleet are 10 years of age or less. This is approximately 10 percent of our total 
freighter fleet or 55 ships; 27 of these 55 are Mariners, originally Government- 
built at the direction of Congress. 

Germany, seeking 30 vessels from our reserve fleet, has 70 percent of her dry 
cargo ships 10 years of age or younger. In the case of India, in contrast with 
our 10 percent, 43 percent of her tonnage was in the 10-year or younger age 
category. The age of Italian freight ships is, it should be added, only slightly 
better than our own. 

Virtually every one of the proposals before you contains some expression which 
either states or implies that the sale of vessels to foreign registry will promote 
the international relations of the United States, or will serve the interest of our 
foreign policy. We can comprehend varying degrees of interest in the reserve 
fleet on economic grounds. It is, however, our contention that the reserve fleet 
should not be called upon for the purpose of bolstering our foreign policy. For 
one thing, we doubt that it can so perform. For another, we feel such sales di- 
rectly or indirectly do irreparable harm to our own maritime industry. In 
consideration of all the aforementioned factors, we urge that the proposals be- 
fore you not be given favorable consideration. 

Senator Brite. Thank you, Mr. Shapiro. 

You heard the statement of Chairman Morse, yesterday. Have you had the 
opportunity of examining the draft bill that he submitted? 

Mr. Suaptro. I have, rather superficially. I am not well endowed in this re- 
spect. I am not a lawyer, Senator. But one thing that struck me on this pro- 
posal—and we hope to be able to get official comments of our organization to you 
on this proposal—is that under the proposal advanced, we will possibly, even 
likely, be here tomorrow again, or next week or next month or next session, be- 
cause there is nothing in the proposal that will prevent proposals such as these 
from coming before the Congress, again. 

Senator Brsete. Of course, the very purpose of it, if the chairman understood 
it correctly, was to set up a general law with delegation of administrative au- 
thority to Maritime and to Commerce and to Defense and to State Department, 
to make certain determinations about the sale of ships in the mothball fleet for 
coastal trade. Wasn’t that the very purpose of that bill? 

Mr. SHaprro. It does set up standards by which you can have an adminis- 
trative determination of sales available, let us say, in the coasting trade. But 


for instance—will have to come before this very committee, again. As you can 
well see, not only on the basis of these five proposals before you today but on 
the basis of others which are in the wind and not yet scheduled for hearings, 
many of those proposals call for sales foreign, so this will become a determination 
that Congress will again have to make, except within that narrow framework 
of vessels sold simply for coasting operations. 

That by no means indicates we favor that proposal. 

Senator Brste. That was the next question I was going to ask you. What is 
the position of the American Merchant Marine Institute insofar as the sale of 
these mothball fleet ships are concerned if they are used exclusively in inter- 
coastal trade and if the price reaches fair market value? 

Mr. SHaprro, Certainly under that proposal any such sales bill will be infinitely 
more palatable to us. We have, however, some reservations about making 
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administrative determinations of the availability of vessels for sale without 
coming before the Congress. 

We find, for instance, this proposal calls for no public hearings. An American 
ship operator, in order to charter a vessel from the American Government, for as 
little as 12 months, must come before the administrative agency in a public hearing 
where all parties can express their views. The proposal before you would call for 
the permanent sale of an American ship to a foreign operator, perhaps in great 
competition with the Americans, and make no allowance for the American ship 
operator to be heard. 

I think that would be a very serious criticism of the proposal. 

Senator Briste. If a hearing provision were written into the general law—— 

Mr. SuHapiro. It would make it infinitely more palatable. Again I say we 
have only seen the proposal yesterday and haven’t had an opportunity to analyze 
it. 

Senator Brste. I am not trying to press you on that point. 

Mr. SHaprro. I understand. 

Senator Brste. I think it would be helpful for the committee’s determination 
to have the views of your institute after you have examined the bill, made a 
careful study of it and made some report on it. 

The way the ship bills are coming before us, it is obvious we will not complete 
this today and I don’t know when we can complete the hearing, but we want 
to do a thorough and overall job. 

Mr. SHaprro. I do want to repeat, Senator, because I think it does bear em- 
phasis, that one must not be under the impression that the proposal advanced, 
even if it is passed, means that we will all be gathered around here again ex- 
pressing various views on ships sales. Most of the proposals do call for sales 
in foreign trade. 

Senator Brsxe. Is that a true statement? Is that true of the India proposal? 
I thought that was to be used exclusively in the coastal trade. 

Mr. SHaprro. Yes, for most of the proposals in the wind or in as bills. You 
have, in addition to those—for instance, we have five proposals here before us. 
Two of the five call for operation in foreign trade and there is this dubious aspect 
about whether the Mexico bill is truly domestic or truly foreign trade. 

Senator Brste. Certainly the Indian and Mexican bills are clearly coastal 
trade. 

Mr. Suaprrro. Not if the Mexican proposal calls for stops at San Diego and 
Brownsville, Tex. Senator Cotton mentioned yesterday there is an Austrian 
bill. We know there is a Belgian bill. 

Senator Brsie. I think there will be further proposals, 

Mr. SwHaprro. Several others. I don’t know whether it would be possible 
but there are many that will call for congressional hearings. 

Senator Breve. Certainly the record will be kept open for the purpose of 
allowing your institute to make a thorough analysis of the general bill proposed 


by Maritime yesterday and you may make the comments you see necessary on 
that. 


Mr. SHapiro. We appreciate that. 

Senator BrsLe. Senator Cotton——— 

Senator Corton. Having listened to the testimony of Mr. Morse of the Mari- 
time Commission yesterday, didn’t you gather from his testimony that unless 
there was a change, either in personnel or policy in the Maritime Commission, 
that you people wouldn’t have to be gathering around very often because if his 
bill passed he didn’t show any enthusiasm about making any sales. That is, I 
gathered that. Didn’t you? 

Mr. SHaprro. No, Senator, I didn’t gather that, at all. He would not show 
enthusiasm, perhaps, just as he does not show enthusiasm for some of the sales 
proposals before you, but this still does not mean they are not going to be 
proposed and introduced as legislation and be the subject of hearings. 

Senator Corton. Didn’t he say flatly as far as the Maritime Commission is 
concerned, they would only sell them when their use would be confined to coast- 
wise trade? . 

Mr. Suaptro. This is the only authority that the bill would grant them. 

Senator Corron. Does your institute object to the sale of these vessels, if they 
are paid for properly, for coastwise trade, only? 

Mr. Suaptro. There are the general comments on the bills, and on that partic- 
ular proposal we will reply before the committee. However, as far as the sales 
coastwise in the particular bills before us are concerned, India as a coastwise 
trade, we do object for reasons pointed out in the statement. 
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Senator Corron. Roughly, what is the subsidy we pay to try to keep American- 
flag shipping competitive? 

Mr. Suaprro. To use the figure presented at the last appropriations hearings, 
they were requesting a sum of $10 million for operating subsidy. 

Senator Corton. Do you know what they did have in the last fiscal year, the 
fiscal year that is now closing? 

Mr. SuHapiro. I don’t recall the figure, but I think it is somewhat less than that 
$120 million. 

Senator Corron. But roughly in the hundred million field? 

Mr, SHapiro. Yes. 

Senator Corron..Is it your feeling and the feeling of your institute that, in 
addition to that subsidy, regardless of the price paid and the price offered or 
required, and regardless of the needs of a reserve fleet, we should as a matter 
of. policy hold these ships and let them rot at the dock beeause of the danger of 
defeating our own subsidies and our own purpose of protecting the American 
merchant marine? 

Mr, SHAPIRO. Well, I would say this, Senator: If the congressional policy is— 
as I believe it is and has been for a long time—to subsidize the American mer- 
chant marine, you are only adding to the financial burden or making less effec- 
tive your present financial burden by selling vessels to foreign competitors, be- 
cause the subsidy program is such that there is recapture and if an American 
operator who is subsidized is successful, he may have to—and this has happened 
on many occasions—return 100 percent of his subsidy dollar to the Government. 

Now this would be very beneficial to the Government. It would recapture his 
subsidy. If you are going to sell, by this or similar devices, vessels to foreign 
competitors and cause the American subsidized operator not to make that level 
of: profit by which he can return money to the Government, you are simply saying 
that this money is going to the subsidized operator and there is no hope of re- 
capturing it. 

But I must point out most of these proposals do not directly affect the sub- 
sidized operator, but they do very seriously affect a large number of unsub- 
sidized operators who are not receiving any money from the Government but 
who are employing American citizens, who are paying taxes into the American 
Treasury. 

Senator Corton. That interests me very much. Give me an example of that. 

Mr. SuHaprro. As Mr. Morse mentioned yesterday we have about 35 nonsub- 
sidized American tramp operators in the coal trade. Now these operators do 
not receive any subsidy from the Government, but they do operate under Ameri- 
can flag, they do employ American seamen and they do pay taxes to the Ameri- 
ean Treasury. 

If, by selling vessels to foreign competitors, you are going to drive these peo- 
ple out of business, reduce their profit levels perhaps to the nonexistent level, 
not only is the operator suffering, the American seaman on board this ship is 
suffering and, of course, the American Government is suffering because these 
people will not be paying taxes. 

Senator Corron. Is it your understanding that in your analysis of the situa- 
tion there are at present ample bottoms available to export our coal to north- 
ern Europe? 

Senator Brete. Mr. Shapiro—may I interrupt here, Senator Cotton. I have 
a call to be on the floor and I wonder if you would take over for a few moments. 

Senator Corron. You be sure and come back. 

Senator Bree. I will do my very best. 

Senator Corron. Go ahead. 

Mr. Swaprro. I think the best way to answer that question is that the market, 
particularly in the tramp or the coal trades, is a pretty good indication of the 
supply of vessels as compared with the demand for those vessels. That market 
is very responsive, almost daily. 

I indicated in my statement before you arrived that in January we had a 
market rate of $14.14 for transatlantic coal from the United States to the Low- 
lands. That rate level was a profitable rate level, there is no question about it. 

Today the rate level is $6.72. At $6.72, the American operator—and there 
will be varying judgments on this, but the American operator is losing about $3 
a ton. Now this, I think, is the best indication of the availability of ships for 
the volume of trade that is moving. 

Senator Corron. Has that situation been of fairly long standing or is that 
of very recent vintage? 
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Mr. Swaprro. Well, I will say this. We have had great variation in the volume 
of our overseas exports, particularly in the bulk commodities since 1948. 

Senator Corton. I am talking about coal. 

Mr. SHaprro. Well particularly in coal, and I had suggested an examination 
of this chart to the committee before, showing the peaks and valleys of the 
coal trade. You see, they are very high. 

And, of course, the rate level corresponds very much with this type of peaks 
and valleys. 

Now, I would say in the years 1955 and 1956 the rate level was quite satis- 
factory, there is no question about that, but in 1953 and in early 1954 we had as 
many as 100 tramp ships tied up for lack of business. This was the same in 
1949 and early 1950. 

Senator Corton. I am curious to know, if that has been the situation, why 
the coal operators and John L. Lewis and others found it necessary to form 
this American Coal Shipping Co. to afford transportation of coal and to increase 
export of coal and to get coal to the foreign markets? 

Mr. SuHaprro. Senator, I am really not in a very good position to answer that 
question because I have had the same difficulty in figuring out why. Frankly, 
I don’t understand it. 

However, the only thing that makes sense to me—and, of course, these people 
are alert businessmen, I am sure they know what they are doing—is that I 
think there is a tendency in the ocean trade that when you have a proprietary 
interest in the commodity that is being moved, you like to have a proprietary 
interest in the ships that are moving it. This is the only explanation that I 
know of. This is characteristic, for instance, of a number of American industries. 
The aluminum industry is one. The fruit industry is another. 

Senator Corton. And that is the only reason that you can think of why the 
coal industry is—I assume caution of attitudes indicated to me and to other 
New England Senators who introduced one of these bills—is interested in the 
sale of these ships to West Germany for the purpose of taking coal over and 
eoming back in ballast, and for no other purpose. 

Mr. Swaprro. I really don’t know what is motivating them. 

Senator Corron. I mean if we have all these tramp steamers available, if we 
have this low cost of transportation, we have these ample facilities, this ample 
outlet at very reasonable cost to export our coal, it is hard for me to understand 
why the coal people are interested in this, and also conversely why the Germans 
are interested in it—if they can get their coal at reasonable rates. 

Mr. SHaprro. You have two different pictures; the American interest and 
the German interests, for instance, might be entirely different. And a large 
part of that difference is explainable by the fact that there is perhaps a $3 or $4 
difference in the rate as between when an American operator makes a profit 
and when a foreign operator makes a profit. 

Now a rate of $6.72 which I indicated is today’s level, and highly unsatis- 
factory for the American operator, operating with high American costs, might 
be a very satisfactory rate level for a foreign operator with his low foreign 
costs. 

So the interests of various people in entering this business at a particular 
rate level depend largely on what rate they can service themselves. 

Senator CoTrron. If I understand you, what you are saying to me is that 
you suspect, at least, that the German interest is in acquiring ships, rather than 
being concentrated on getting coal, is getting ships to use in shipping. 

Mr. SHaptro. I am sorry, Senator, I didn’t quite understand that. 

Senator Corron. I did not express myself well. 

It has been indicated that the interest of the West German companies is to 
get these ships because they require coal for the development of their industries. 
They depend on that. Their sole purpose, or at least their almost-sole purpose, is 
to get transportation for American coal. 

Mr. SHaprro. Yes. 

Senator Corton. I gathered from your answer to my last question that you 
suspect that at least there is another element of interest in it, they are interested 
in getting these ships to do transportation and make a profit on transportation. 

Mr. Suaptrro. There is no question about it. 

Senator Corron. If that is true I can’t conceive that they are going to get very 
rich, paying for these ships and running them for 7 or 10 years simply to take 
American coal to Germany and run back in ballast and not for any other purpose. 
It doesn’t seem to me that the ends of a concern interested in transportation would 
be very well served. 
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Mr. SHapiro. Senator, I think you have to bear this in mind: At $6.72, which 
is just about the present market, the European operator may be able to make 
some money. If the rate were to go up a little—and this is not a rate that is 
going to remain stagnant, it is going to move—if the rate were to go up:a little, 
let’s say to $7 or $7.50, he will be able to make more money. If it goes to $9.50 
the American-flag operator is not going to make any money. 

So the German interest in ships at this market is a combination, I am sure of 
the available supply—in other words to make sure that the pipeline of coal is 
maintained—and also the fact that any movement in the rate from $6.72 on up, 
is going to yield him a profit. He is unquestionably going to make it both 
ways. And the mere fact that he is coming back in ballast, while! it will affect 
his profit margin, does not mean it is going to be an unprofitable operation, be- 
cause the American tramp ship operator—as a matter of fact tramp ship operators 
throughout the world since 1947 have characteristically operated in the trans- 
Atlantic coal trade, one way in ballast. There simply was nothing coming back. 

Senator Corron. Has counsel any questions? 

Mr. Luckey. Mr. Shapiro, the American Merchant Marine Institute does not 
represent the unsubsidized operator, does he? 

Mr. SHapiro. Oh, yes; we do, sir. 

Mr. Luckey. How many do you represent, sir? 

Mr. SHaprro. We represent 54 American steamship companies, and 6 or 7; 
as I recall, are subsidized, and the balance are not subsidized. 

Mr. Luckey. Does that include the tramp fleet? 

Mr. Suaprro. Many ships in the tramp fleet and American Coal Shipping, Inc: 

Mr. Luckry. Would you submit a list of all your membership later? 

Mr. SHaptro. I certainly will. 

(The information was received and appears in the record at this point.) 


AMERICAN MERCHANT MARINE INSTITUTE, INO. 
LIST OF MEMBER COMPANIES 
(Revised April 17, 1957) 


Alcoa Steamship Co., Inc., 17 Battery Place, New York 4, N. Y. 

American Coal Shipping, Inc., 17 State Street, New York 4, N. Y. 

American Export Lines, Inc., 37-39 Broadway, New York 6, N. Y. 

American Oil Co., 555 Fifth Avenue, New York 17, N. Y. 

American Trading & Production Corp., 555 Fifth Avenue, New York 17, N. Y. 

Arrow Steamship Co., Inc., 26 Broadway, New York 4, N. Y. 

The Atlantic Refining Co., 260 South Broad Street, Philadelphia 2, Pa. 

Bernuth, Lembcke Co., Inc., 420 Lexington Avenue, New York 17, N. Y. 

Blidberg Rothchild Co., Inc., 80 Broad Street, New York 4, N. Y. 

A. L. Burbank & Co., Ltd., 120 Wall Street, New York 5, N. Y. 

California Tanker Co., 1200 State Street, Perth Amboy, N. J. 

Calmar Steamship Corp., 25 Broadway, New York 4, N. Y. 

Central Gulf Steamship Corp., 1218-1225 Hibernia Building, New Orleans 12, La; 

Cities Service Oil Co., 17 State Street, New York 4, N. Y. 

Continental Oil Co., Post Office Box 1637, Baltimore 3, Md. 

Esso Shipping Co., 60 West 49th Street, New York 20, N. Y. 

Farrell Lines, Inc., 26 Beaver Street, New York 4, N. Y. 

Grace Line, Inc., 3 Hanover Square, New York 5, N. Y. 

Gulf Oil Corp., Marine Department, 17 Battery Place, New York 4, N. Y. 

Gulf & South American Steamship Co., Inc., 620 Gravier Street, New Orleans 
12, La. 

Hess, Inc., State Street, Perth Amboy, N. J. 

Hilleone Steamship Co., Ltd., 311 California Street, San Francisco 4, Calif. 

Isthmian Lines, Inc., 71 Broadway, New York 6, N. Y. 

Keystone Shipping Co., 1000 Walnut Street, Philadelphia 7, Pa. 

Keystone Tankship Corp., 100 Walnut Street, Philadelphia 7, Pa. 

Chas. Kurz & Co., Inc., care of Charles Kurz, 1000 Walnut Street, Philadelphia 
7, Pa. 

Lykes Bros. Steamship Co., Inc., Whitney Bank Building, New Orleans, La. 

Marine Navigation Co., Inc., 11 Broadway, New York 4, N. Y. 

Matson Navigation Co., 215 Market Street, San Francisco 5, Calif.; New York 
Office, Matson Navigation Co., 630 Fifth Avenue, New York 20, N. Y. 

Mississippi Shipping Co., Inc., Hibernia Bank Building, New Orleans, La. 

Moore McCormack Lines, Inc., 11 Broadway, New York 4, N. Y. 
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Mystic Steamship Division, Eastern Gas & Fuel Associates, 250 Stuart Street, 
Boston 9, Mass. 

National Bulk Carriers, Inc., 380 Madison Avenue, New York 17, N. Y. 

Ore Navigation Corp., 25 Broadway, New York 4, N. Y. 

Paco Tankers, Inc., 1000 Walnut Street, Philadelphia 7, Pa. 

Polarus Steamship Co., 30 Broad Street, New York 4, N. Y. 

Sabine Transportation Co., Inc., Port Arthur, Tex. 

Seas Shipping Co., Inc., 39 Cortlandt Street, New York 7, N. Y. 

Sieling & Jarvis Corp., 420 Lexington Avenue, New York 17, N. Y. 

Sinclair Refining Co., marine department, 600 Fifth Avenue, New York 20, N. Y. 

Socony Mobil Oil Co., Inc., marine department, 150 East 42d Street, New York 
17, N. Y. 


Sprague Steamship Co., 10 Post Office Square, Boston 9, Mass. 


Standard Fruit & Steamship Co., Post Office Box 244, Wall Street station, New 
York 5, N. Y. 


Standard Oil Company of California, Standard Oil Building, San Francisco 20, 
Calif. 

T. J. Stevenson & Co., Inc., 80 Broad Street, New York 4, N. Y. 

Stockard Steamship Corp., 17 Battery Place, New York 4, N. Y. 

Sun Oil Co., 1608 Walnut Street, Philadeluhia 3, Pa. 

The Texas Co., 135 East 42d Street, New York 17, N. Y. 

Tidewater Oil Co., 17 Battery Place, New York 4, N. Y. 

M. & J. Tracy, Inc., 1 Broadway, New York 4, N. Y. 

Trinidad Corp., 30 Rockefeller Plaza, New York 20 N. Y. 

United Fruit Co., Pier 3, North River, New York 6, N. Y. 

United States Lines Co., 1 Broadway, New York 4, N. Y. 


The Cuarrman. Thank you very much. I think we all understand 
what we are trying to do here. 

Mr. Suariro. There is no question about the direction in which we 
are headed. 

Senator Lauscue. I would like to put one more question: Why are 
the labor unions and the labor leaders wanting this bill ? 

Mr. Suartro. I would say it is quite simple, Senator. 

Senator Lauscue. Do you want to answer that question ? 

Mr. Suaprro. Yes. I will give you my opinion on it. I would hate 
to be quoted as a spokesman for the labor unions because I simply don’t 
know that this is their thinking. A new vessel with the same capacity 
as two old vessels. In other words, it is a larger vessel, a faster vessel. 
In year-round service it moves the same amount of oil as the two old 
vessels. The new vessel is perhaps manned by 50 people. The 2 
older vessels took a total of 76 people and there are 26 jobs that go down 
the drain. 

The Cuarrman. Now, one more question for the record: There is a 
lag between the trade-out and the time the ship is built, is there not ? 

Mr. Srartro. Yes, there is. 

The Cuatrman. And that would run maybe from 2 to 4 years, 
depending on the construction ? 

Mr. Suarrro. I would say your outside limit is high. 

The Cuatrman. And during the 2-year period, of course, the vessel 
that is traded out immediately goes into foreign or I mean all that 
time is in competition with us? 

Mr.S artro. Yes. 

The Cuatrman. And there is also a possibility, and I don’t suggest 
this as the motives of the operators at all, but there is a possibility that 
after the ship is traded out and during the time of the building contract, 
the contract could be canceled ; is that not correct ? 

Mr. Suartro. Well, I would say this: If there is any evidence of this 
taking place, then, from my point of view, certainly from the point of 
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view of my organization, and the point of view of the Nation as a whole, 
this should not take place. 

The Cuairman. Well, I don’t suggest that it does, but there is that 
possibility. 

Mr. Suartro. Possibility ; yes. 

The Cuarrman. I think there is one contract where it might happen. 

Mr. Suariro. I know what one you are alluding to and I think it 
might happen. I think it is a shame if it does happen. 

he CuarrMan. I think we all agree on that. 

Mr. Suariro. And I think the Government should guarantee unto 
itself that this does not happen, because I am not now speaking on be- 
half of or in connection with the nefarious, shall we say, or fly-by-night 
operator. Iam talking now about the stable American operator who 
has been in this business for 50 or 60 or 70 or 80 years, and who wants 
to stay in this business, and all he is saying to the Maritime Adminis- 
tration is, “give me some inducement. Make it so that I can rationalize 
being in this business at this high cost with American ships built in 
American yards rather than Norwegian ships manned by Panamanian 
seamen.” That is all he is saying. 

The CHarrman. Well, he is saying a little more than that. He is 
saving, “I am going to man two ships I traded out with foreign sea- 
men. There isn’t much we can do about it once it is traded out.” 

Mr. Suapiro. That is true, but in exchange for this loss of jobs 

The Cuarrman. And, of course, the solid operators, of course, have 
stated in all good faith with the Maritime Board that they will build 
the ships, but there are some contracts that I fear may not happen. 

Mr. SuHarrro. This is an administrative problem that I think the 
Maritime Administration can take care of. 

The CHatrmMan. Do you know of any trading of certificates, sell- 
ing the certificate to another company or forming a new company ? 

Mr. Sapiro. Senator, I have heard reference to that but I per- 
sonally know of no such thing. Iam not implying that this does not 
goon. Isimply do not know. 

The CuHarrman. Of course, your organization and the Maritime 
Board would frown very severely upon that. 

Mr. Suaptro. I would say this: It certainly has not taken place, 
if it has taken place at all, in the group of companies who are mem- 
bers of our organization. 

The CuarrMan. But there have been some new corporations formed, 
and this is a pretty good piece of paper that you can trade out, it is 
worth some money. 

Mr. Suartro. I would say it once was. I am not sure it is worth 
too much today. 

The Cuarrman. Well, in the last 6 months—thank you, Mr. Shapiro. 

Senator Lauscne. Can you transfer into dollars, the 26 additional 
personnel ¢ : 

Mr. Suaptro. I will do it roughly, Senator. I would say 513,000 a 
month. 

Senator Lauscne. $180,000 a year. 

Mr. Suartro. This is on wages only. 

Senator Lauscue. $180,000 a year for 26—is that what you are talk- 
ing about? You said there would be 76. 
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end Suarimo. The 26 men at roughly $500 a month is $13,000 a 
month. 

Senator Lavuscue. If there is subsidy in operation, to the extent 
of that figure the Government would be spared paying subsidy be- 
cause of reduced operating costs. 

Mr. Suapiro. Yes. 

The Cuatrman. On subsidized ships. These are all nonsubsidized 
ships. Well, the committee will have to recess and tomorrow morn- 
ing we will try to finish this so we will have our record and, Senator 
Lausche, tomorrow morning we will have Mr. Haddock, who repre- 
sents the maritime organizations, testify on some of the matters that 
you have propounded questions on. 

(Whereupon, at 12:10 p. m., the subcommittee recessed to recon- 
vene at 10: 30 a. m., Wednesday, August 21, 1957.) 





SHIP TRANSFERS TO FOREIGN FLAG 


WEDNESDAY, AUGUST 21, 1957 


Unrrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
SUBCOMMITTEE ON MercHant MARINE AND FISHERIES, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:30 a. m., 
in room G-16, United States Capitol, Senator Warren G. Magnuson, 
chairman, presiding. 

The Cuarrman. The committee will come to order. For the record, 
again, this is a continuation of hearings that were held several weeks 
ago on the whole problem of foreign a transfers, bills which num- 
ber more than 20 in the committee seeking permission to sell ships for- 
eign to foreign governments. The whole matter of the question of 
maritime policies and the question of effective control and the whole 
matter of the problem of the laid-up fleet which the staff is going to, 
with the Maritime Board, will be looked into during the recess, and 
then we are going to have to put it all on the table here in January 
and see if we can’t work out some general policies on the whole prob- 
lem of the dwindling of the American fleet. 


Now, Mr. Haddock had a statement prepared weeks ago for the 
other hearing, and it lasted so long that we never did get down to Mr. 
Haddock. It isa long, very comprehensive but very well prepared, 
intelligent analysis of the situation from their viewpoint and it an- 
swers many things that were testified to here previously both yesterday 
and in the other hearing. I wanted it in the record because as I say 
I have read it oa and studied it some weeks ago and again on yes- 

l 


terday, so we will put that in the record, Hoyt, and you can just high- 
light it. I want to apologize for not giving you the full time, but 
under that situation 

Mr. Happock. Ido. I don’t think there is much use in my reading 
the statement to you because you are familiar with the problems and 
with this particular statement. 

The CuartrmMan. Now, before I go, I understand there are some other 
statements to be put in the record in this matter, too, and because we 
are not going to take any definite action at this session we will leave 
the record open for any further statements to be put in by other people, 
All right, Mr. Haddock. 
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STATEMENT OF HOYT S. HADDOCK, EXECUTIVE SECRETARY, 
AFL-CIO MARITIME COMMITTEE 


Mr. Happock. Mr. Chairman, I think this statement will show that 
the effective control policy that has been started by the executive is 
on the way to, No. 1, scuttling the American merchant marine; No. 2 
turning our foreign markets over to foreign countries, and 3, ali 

ing our national sec urity. Those are all three very strong state- 
ments and we have made them very calculatedly. I think this state- 
ment of ours will point them up very well. 

The CHarrman. Now, for the record, your statement there and 
your statements now are based upon the fact that all of the witnesses 
testifying for this trade-out and foreign-flag transfer make the con- 
tention that when these ships are transferred foreign we still have 
what they call effective control of the ships in time of emergency. 

Mr. Happock. That is correct, and our statement goes to the very 
heart of that question, and we think positively disproves that such a 
thing has ever happened in the past or can happen in the future; that 
is, the foreseeable future. The statement shows that while world 
commerce is on the increase, that the American merchant marine’s 
participation in world commerce is on the decrease, and the size of the 
American merchant marine is on the decrease. It will show that the 
United States does not have sufficient ships to carry even in peacetime 
a substantial portion of our commerce. This is particularly true of 
ore and of oil, two major ingredients that are absolutely essential in 
case of an emer gency. 

I think that « our statement will also show conclusively that while 
the executive is constantly seeking ways to avoid the positive admin- 
istration of our maritime laws that the} y are doing so without actually 
performing any illegal acts. This is a trend that in our opinion has 
to be reversed.’ The record ought to show that this has not been true 
just of this administration—this has been true of prior administra- 
tions also. We are not trying to pick on the Republican administra- 
tion, as such. 

I am sure that you particularly, Mr. Chairman, are familiar with 
the fact that this has been going on in prior administrations also. 
Another very important aspect of this whole question of the runaway 
fleets is the competition that the executive has created under foreign 
flag with the subsidized American-flag ships. There has been c1 reated 
by this process under foreign flag, direct competition with the Ameri- 
can-flag subsidized ships that is now considered major competition, 
In other words, while the Congress sets forth a positive policy to 
build a strong American merchant marine, it is being administered in 
such a way by the executive that the strong merchant marines are 
being built up under foreign flag by actions of the administration 
which is responsible for this act, to compete with the American tax- 
payers’ dollars which are going into American- flag ships. 

The statement will show that the administration’s program has 
slowed down appreciably the replacement program of American-flag 
ships and that it has materially increased the cost to the American 
taxpayer of that replacement. Now, it will show, for example, also, 
that every time a foreign ship is transferred the American taxpayer 
has to pay the difference in the American value of that ship compared 
to foreign value. 
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For example, say that a ship under the American flag on the Ameri- 
can market is worth $300,000, on the foreign market $400, 000, and a 
transfer permit is given. The record shows and we give examples of 
it in our statement that every time that is done the American Govern- 
ment has to turn around and break ships out of the laid-up ships and 
that that cost differential between the foreign and American price of 
the ship has to be paid for then by the taxpayer in breaking out ships 
to carry the cargoes that should be carried by the ships that were trans- 
ferred. I think that yesterday in the testimony considerable point was 

made to try to prove that the only way that these ships can be disposed 
of is to sell them or transfer them to the foreign flag. One question 
or one statement which the chairman made I think may have corrected 
the record but I am not sure that it did, but we have consistently ad- 
vocated that these ships be taken in by the United States Government, 
put in the laid-up fleet, and that the world market price be allowed 
for the construction of new tonnage for that. We think this is not 
only the wisest way but we know it ‘is the cheapest way. 

The Cuarrman. And under the law and under the Maritime Board 
policies, trade-ins are allowable just the same as the so-called trade- 
outs. 

Mr. Happocx. Absolutely. As a matter of fact, the 1936 act was de- 
signed to encourage trade-ins. That was one of the specific provisions. 
The 1936 act does not encour age in any way trade-outs, and the admin- 
istration, you w ill recall, about 2 2 years ago came up here and asked, not 
only asked, they implored Congress to pass a bill to permit them to in- 
augurate a program of trade-in-and-build for tankers. The executive 
department, the Navy, and the Maritime Administration testified at 
length as to the need for these ships in the laid-up fleet. Yet, today, 
they have in effect a program which trades all of these ships out, puts 
none of them in the laid-up fleet. 

Our statement will show that the American people cannot afford 
to be without an adequate American merchant marine. 

For example, in the Suez crisis, during that crisis the oil rates from 
the Persian Gulf to the United States “increased approximately 200 
vercent. During the time when this price increase was in effect on 
bei ‘inging that oil to the United States, the American public had to pay 
out approximately $2 billion in excessive rates for transporting oil. 
That $2 billion would operate the American merchant marine at its 
present level for 20 years. And this is just one little isolated incident. 
For example 

Senator Monroney. Could I ask you a question before you leave 
that ? 

Mr. Happock. Surely. 

Senator Monronry. The American shipping rates did not go up 
during that period. 

Mr. Happocx. Oh, yes, they did. 

Senator Monronry. They reflected the same amount of increase as 
the foreign ? 

Mr. Happock. They did. But this was reflected because there were 
inadequate American ships to carry the cargoes. 

Senator Monroney. Had we had enough. tankers it would not have 
been necessary to raise the rates, is that right? ? 


97220—57 12 
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Mr. Happocx, Not only would it not have been necessary, but the 
Maritime Administration could have kept the rates within their con- 
trolled policy. They have an established rate for this movement, and 
during this crisis, because there were insufficient American-flag ships, 
the foreign-flag ships broke the rate and went up 200 percent. 

Senator Monroney. And we raised ours then the same? 

Mr. Happocx. No, I don’t think any of our ships were engaged in 
the trade. 

Senator Monroney. That is what I was trying to get at, whether 
the penalty that you mentioned, the $2 billion, was for the foreign- 
flag vessels or our own as well, you see. 

Mr. Happocx. Well, it was for the foreign-flag vessels. It is a di- 
rect subsidy to the foreign-flag vessels which the American taxpayer 
paid in an emergency. 

The Cuarrman. And the bulk of that fleet that participated in that 
are the American-owned transferred ships flying Panamanian, Li- 
berian, and Honduras flags. 

Senator Monroney. In many cases by subsidiaries of the overseas 
oil producers. 

Mr. Happvock. Of the major oil companies, that is correct. 

The Cuarrman. In 95 percent of the cases I would say. 

Senator Monroney. So it is the oil companies registering ships un- 
der Panamanian flags or other companies, and bringing the oil in from 
overseas ? 

Mr. Happock. That is correct. Now, during the last war our state- 
ment goes into the whole question of the inability of the United States 
to utilize vessels under foreign-flag vessels which the administration 
now claims are effectively available to us and points out the large num- 
ber of vessels that the United States had to build not only to carry its 
own cargoes but cargoes of our allies. 

Now, the building of those vessels cost approximately $12 billion 
during wartime. There is no question but what those vessels, if they 
had been built in peacetime, would have cost a fraction of that. 

Now, if we take that $12 billion that was spent at that time, we are 
paying in excess of 3 percent interest on it today. 

The Cuarrman. And I don’t know whether it is in your statement 
or not, but could you say this was a fact, too: They all had to be built 
in a hurry and even with the speed at which we built these Liberty 
and Victory ships, at one time we were just fortunate that the sub- 
marine warfare didn’t catch up with us completely. 

Mr. Happock. That is absolutely correct. 

The CuHarrMan. It was touch and go at one time, and we went with 
the utmost possible speed to build these ships. The shipyards, as you 
know, sprung up all over the country in an effort to close the gap on 
the American merchant marine because the same policies between 
World War I and World War IT had practically taken the American 
flag off the seas. 

r. Happock. That is absolutely correct. Our statement goes into 
that and shows that this almost halting of allied cargoes and allied 
ships by the German submarines, when they had a maximum of 65, as 
now compared to approximately 500 by the Russians. 

The Cuarrman. Russia has, to my best information, about as many 
submarines in the Vladivostok area alone as all of the German fleet 
during World War II. 
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Mr. Happock. I don’t think there is any question of that. With 
500 submarines as compared to 65 you would expect a little greater at- 
trition on our merchant marine, despite the fact that there has been 
better submarine warfare brought about by our Navy and I am sure 
they have made great strides in it, but, nevertheless, that situation still 
exists and we go into considerable detail and explain that situation 
the best we can to the committee. 

J ae CuamrMan. Now, would you answer one question, Mr. Had- 
OCK ¢ 

Yesterday, Mr. Shapiro’s statement and Mr. Morse’s statement and 
the trend of the statements of all of the witnesses have been to this 
effect: They are all based upon the assumption that without the trade- 
out no.one would build ships. Can you address yourself to that? 
How are they limited in any way ? 

Mr. Happock. They aren’t limited at all. Asa matter of fact, most 
of the tanker trade-out and build program is a direct give away, and 
we point up some examples of that in our statement. We point up one 
example, for instance, where a company built a number of ships that 
would have cost them—oh, I. don’t remember the exact: figure, but 
probably 5 or 6 times what it did cost them through the Govern- 
ment permitting them to transfer American-flag ships which they 
would have to replace anyway, and giving them a subsidy in addition 
to it. That subsidy was based on commercial speeds and not military 
speeds. For example, all of these tankers that are being built for 
American-flag operation are for the coastwise service. They have to 
build and have to operate under present law American-flag ships for 
those services, so that they would build and operate American-flag 
ships any way and the Government did not have to come in and give 
them subsidies to transfer their ships foreign in order to get them to 


build. That is just a fake program. we it got building in the 


yards, but in getting building in the yards it also has increased the cost 
to the American taxpayer of replacing the ships which we are subsidiz- 
ing. Then in addition to that, of course, this whole question of the 
Government taking those ships and putting them in the laid-up fleet 
and allowing the shipowners the world market price for them would 
get the building just as quick if not quicker than the method they are 
now following. 

The CuarrMan. The testimony is, or the situation is now, and the 
testimony bears it out, I will say for the Senator of Oklahoma be- 
cause he is slightly interested in this aspect of it, that all overseas opera- 
tions by American oil companies has now reverted to foreign-flag 
operation, and because the intercoastal operation must be American 
flag, that is the only segment of tanker transportation, oil transporta- 
tion, that the American flag is now participating in. So you can see 
the situation that would occur in a world emergency. I don’t know 
of a single oil tanker fleet under the American flag in overseas opera- 
tion. There may be, but I don’t know of any. 

Mr. Happock. There is none. 

Senator Monroney. Let me ask'there, because we are becoming more 
and more dependent through the policy of encouraging foreign oil 
importations for our defense and for our civilian supply, in the event 
of a surprise attack, such as Pearl Harbor, occurring, could we de- 
pend on getting back our ships that had been built and put under 
foreign flags excepting those that were in the harbors of the United 
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States or harbors that we controlled or in the harbors of friendly 
allies ? 

Mr. Happocx. I think the record is explicit that we cannot. As a 
matter of fact, I am not sure that we can get those back that are in the 
friendly harbors. World War I proved very conclusively that Amer- 
ican-owned foreign-flag ships were not available to the United States. 
Now, we have not been able to trace down the experience in World 
War II, but we do know of some instances where they were not avail- 
able unless they were caught in a harbor where the United States had 
some control. 

Now, we know definitely that ships under the flags of Great Britain, 
would not. be available to the United States because they would have to 
be available to them. Now, whether the ships under the Liberian flag 
would be or not, unless they were caught in American ports we do 
not think they would be, becatise they will be manned by foreign crews 
and I don’t think we can rely upon those foreign crews. As a matter 
of fact, there is in the courts now a Jawsuit, and I don’t think anyone 
hopes they will win it, where some of these ships, that is American 
ships, were put under the Nationalist China flag. The crews of Na- 
tionalist Chinese who were on those ships delivered them to Communist 
China and suits are now pending trying to get those ships back and I 
doubt very much whether they will come back. Now, this is the type 
of thing we think will happen should a war break out. 

Senator Monroney. In other words, you would have a disappear- 


ing pipeline. 

Mr. Happock. Absolutely. Now, this is even more true of our ore 
fleet. Not more than 2 percent of the ore imports are now carried in 
American-flag ships. There just aren’t American-flag ships to carry 
them and all of the steel companies are building their ships and putting 
them under foreign flag, operating them with foreign crews, so that 
we will be in that same picture also. I was talking briefly about the 
fact that we cannot afford, the American taxpayer cannot afford, to not 
have an American merchant marine. 

For example, using the gouging rates paid by the United States 
during World War Tas a comparison, it can conservatively be esti- 
mated that United States-flag ships during World War II saved the 
American taxpayers more than $3.5 trillion. This is in excessive rates 
that would have been charged if the same situation existed in World 
War I1 as existed in World War I. At this rate that would subsidize 
the American merchant marine for 15,000 years at the present rate. 
This is just one of those things. For example, the interest alone on 
the money that was used to build ships during the past war, the $12 
billion, we are currently paying a minimum of 3 percent interest on 
that. That yearly interest on the $12 billion would subsidize the 
American merchant marine for 2 years, and we are paying it out 
every year simply because the same people who are saying now that 
we don’t need an American merchant marine got Congress to adopt 
the policy of no merchant marine in those instances or rather didn’t 
get Congress to adopt the policy, but they administered the policy 
in such a way that we didn’t have it. f 

I think it is interesting some of the things that happened with these 
transferred-out ships, these ships under Liberian Panamanian, and 
Honduran flags. A few months ago there was a collision between the 
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Ena IT, a Liberian-flag ship, and the U. S. N. 8. Mission San Francisco 
in the Delaware River. A number of lives were lost in that accident. 
rhe hearings revealed that the “Ina 7, the Liberian-flag ship, didn’t 
have a single licensed officer aboard with a valid certificate. Now, we 
think that this points up what we have said many times, what the 
mternational labor office has documented, that these ships do not main- 
tain the minimum safety standards required by the Safety of Life 
at Sea Treaty. But despite that the Coast Guard has never gone in 
and made a sample check to determine .to.what extent these runaway 
ships disregard these safety laws. We know, for example, that Liberia 
and Panama have no means for enforcing safety laws. 

Senator Monronry. They are rarely in their ports, isn’t that right? 

_ Mr. Happocx. Not only are they rarely in their ports, but they 
literally have no setup to carry out safety responsibility, so that un- 
less the United States will enforce safety laws on these ships that are 
flying flags of countries that do not have the facilities to do it, they 
simply aren’t done, and we know from experiences like this that these 
safety laws are not enforced. 

Senator Monroney. What is the nationality of the crews when they 
are registered under these countries? Is it a mixture of crews or is it 
largely American crews sailing under those flags of other companies? 

Mr. Happock. There are practically no Americans on them. Some 
of the officers are Americans, but the rest of them are almost totally not 
Americans. They are a hodgepodge. There are German, Indian, 
Chinese, Italian, French, Greek. There are very few, if any, 
Americans. 

The Cuatrman. Well, I put in the record yesterday the list, the 
breakdown of all statistics on the foreign-flag operation, the num- 
ber of people. 

Mr. Hanpocx. I suspect that some of you heard the—— 

The Cratrman. This was only a review of 95 ships. 

Mr. Happock,. That is right. I suppose that some of you heard 
the news story about the tanker exploding at Gibraltar yesterday. 
This, incidentally, is a foreign-flag ship. It is very interesting to note, 
and we don’t quarrel with this, that the crew of that ship was saved 
by planes of the United States. 

Now, I think this one story points up the fact that all of these 
ships that are owned by Americans that are under foreign flags, these 
flags of convenience, are looking to the American Government to 
protect them. Why should they be protected by the American Gov- 
ernment? They pay no taxes. They don’t follow any of the laws of 
the Tinited States. They don’t employ Americans, but they look to 
the United States to protect them and save them. 

The Cuamman. Well, I think that was practically admitted in the 
testimony, that if a Panamanian ship owned by an American corpora- 
tion got in trouble some place, they wouldn’t even suggest that they 
go to Panama for help. The would come to us immediately because 
they were American citizens. 

Mr. Happock. That is right. 

Well, this story yesterday certainly points that up very strongly; 
the World Splendor was the name of the ship. She is one of the big 
ships that was built in the United States. I don’t know whether she 
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was built under the trade-out and build program or not, but she was 
built in the United States and was flying a foreign flag. 

Senator Monronry. Can you tall Tae whether there are any tax 
gimmicks which make it cheaper, taxwise, to fly a foreign flag? 

Mr. Happock. Well, the testimony before this and other committees 
by the owners of some of these ships indicates that that is their 
principal. reason, their ability to avoid American taxes, so that that 
is the principal reason. There are three basic reasons. No. 1 is taxes. 
No. 2, it is cheaper to employ foreign labor aboard them, and No. 3, it 
is cheaper to operate them under foreign laws where they do not 
have to maintain the safety standards that are prescribed. There is 
another very interesting item, in the Pilot, that is the official organ 
of the American Maritime Union, in March 3, 1955. Under a column 
I wrote, there is an article about transfer of United States ships to 
Reds. ‘This was one of the American ships that was transferred to 
foreign flag, transferred to Panamanian flag. Then, the Panamanian- 
flag owners transferred it to Communist Poland and Communist 
Poland used it to carry supplies to North Korea. I submit that for 
the record, Mr. Chairman. 

The Cuairman. All right, it will be placed in the record. 

(The document referred to follows :) 


[Pilot, March 3, 1955] 
WASHINGTON LOOKOUT 
By Hoyt S. Haddock, Executive Secretary, CIO Maritime Committee 
MAGNUSON PRAISED 


On Washington’s Birthday, Senator Warren G. Magnuson, chairman of the 
Senate Interstate and Foreign Commerce Committee, gave a luncheon for rep- 
resentatives of Government and maritime labor and management. The purpose 
of the occasion was to bring together the people in Washington who are con- 
cerned about achieving and maintaining an American merchant marine adequate 
for the development of our foreign commerce and for the emergency facing the 
free world. 

Senator Magnuson welcomed Frank Pellegrini as the new chief counsel of 
the Senate Interstate and Foreign Commerce Committee. Mr. Pellegrini resigned 
as codirector of the Labor-Management Maritime Committee in order to serve 
in his new post. 

Senator Magnuson welcomed Ear! Clark as the new codirector of the Labor- 
Management Maritime Committee. Mr. Clark had held the position of Deputy 
Maritime Administrator, and later he was president of the New York-Cuba 
Mail Steamship Co. 

Senator Spessard L. Holland, Democrat, Florida, climaxed the luncheon with 
the observation that Senator Magnuson is recognized as “Mr. Maritime” on the 
Hill. Whenever Senator Magnuson stood up on the Senate floor, he said, there 
was a 50-50 chance that he would speak on some bill designed to strengthen our 
national security through the American merchant marine. 

We wholeheartedly agree that Senator Magnuson has done more for the Amer- 
ican merchant marine than any contemporary legislator. We are certain that 
our Nation will again be thankful to Senator Magnuson for his foresight in pre- 
paring our Nation for the defense of the free world. Unfortunately, many of 
our legislators and administrators use historical hindsight. They opposed the 
development of a strong merchant marine prior to World War II. They blessed 
the merchant marine during World War II. This first occurred in World War 
I and was repeated in the Korean war. Now that we are not in a shooting war, 
the disinterest in or antagonism toward our merchant marine is rising. History 
has proved that hindsight is dangerous unless it stimulates foresight. Without 
stimulating foresight we tend to believe that we will have the time factor needed 
to build an adequate merchant fleet after the outbreak of the next war. This 
we doubt. 
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TRANSFERRED UNITED STATES SHIP TO REDS 


On December 15, 1954, the New York Times carried the story of a merchant 
marine captain, Leonard Wasowski, who asked for political asylum in the United 
States. Captain Wasowski, a Pole, was captured aboard the Communist tanker, 
the Praca, by a National Chinese destroyer. The Praca was carrying fuel for 
Communist jet planes in Korea and China. 

Captain Wasowski said the Praca was built in the United States in 1921 and 
registered as the Swift Arrow. In 1948 the Swift Arrow was transferred to the 
Panamanian flag and named the Tavira. In 1951 the Tavira was transferred to 


Communist Poland. This was done while our men were fighting and dying in 
Korea. 


It is clear that the Maritime Administration is not even bothering to check 
whether transferred American merchant ships are ending up under Communist 
flags. The ships are transferred with the smug assumption that they will be 
available to us in national emergencies. Can you imagine the Communists 
returning ex-American-flag ships because a national emergency has broken out 
and our Defense Department wants the ships? We say they would not despite 
the fact that the United States Department of Defense claims that our ships 
transferred to the runaway flags are available to us in national emergencies. 


Mr. Happock. Now, there is just one other item, Mr. Chairman, that 
I want to put in the record I think, to answer a question which Senator 
Lausche asked yesterday of one of the witnesses. He asked represent- 
atives of the American Merchant Marine Institute why American 
unions were for S. 1488. The witness stated that he wasn’t qualified, 
but he assumed that it was because of the employment of merchant sea- 
men. ‘Those on the committee who are familiar with our testimony in 
the past are familiar with the fact that we have never approached any 
bill dealing with the American merchant marine from the narrow 
viewpoint of whether or not it would provide additional employment 
to American merchant seamen. Asa matter of fact, we feel that most 
American merchant seamen would be much better off if they took 
shoreside employment anyway, and the tremendous turnover of mer- 
chant seamen in our American merchant marine indicates that most 
of them do prefer shoreside employment. The turnover in the mari- 
time industry, American merchant seamen, is the largest turnover that 
exists in any American industry, and it is the largest turnover of any 
merchant marine, so that it is quite clear that American merchant 
seamen do prefer shoreside employment and feel that they are better 
off by getting it. But to specifically answer that question, I would 
like, with the permission of the Chair, to introduce into the record a 
statement contained in page 7 of a statement which Chairman Curan 
made on July 13, 1955, before a House committee which sets forth very 
clearly the policy of the AFL-CIO Maritime Committee with respect 
to its attitude on this question, and I won’t read it unless the chairman 
wants it. : 

The CuatrmMan. We will put that in the record. 

Mr. Happock. We will insert it in the record so that it will be 
available. 

(The document referred to follows :) 


INTRODUCTION 


What is good for America is good for all Americans, including maritime labor. 
This is the basic policy of the CIO maritime unions. We believe that a strong, 
well-balanced merchant marine is indispensable to America. It is indispensable 
to our domestic and foreign commerce and our national security. We support 
the maritime policy of the United States—the Nation’s maritime policy which is 
set forth in section 101 of the Merchant Marine Act, 1936. We believe it funda- 
mental that those concerned with our merchant marine should constantly have 
in mind this policy: 
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“Sec. 101. It is necessary for the national defense and development of its 
foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic waterborne commerce and a substan- 
tial portion of the waterborne export and import foreign commerce of the United 
States and to provide shipping service on all routes essential for maintaining 
the flow of such domestic and foreign waterborne commerce at all times, (b) 
capable of serving as a naval and military auxiliary in time of war or national 
emergency, (c) owned and operated under the United States flag by citizens of 
the United States insofar as may be practicable, and (d) composed of the best- 
equipped, safest, and most suitable types of vessels, constructed in the United 
States.and manned with a. trained and efficient citizen personnel. It is hereby 
declared to be the policy of the United States to foster the development and 
encourage the maintenance of such a merchant marine.” 

We are keenly aware of the responsibility of maritime labor to our merchant 
marine. Too, we are not unmindful of the responsibilities of Government, the 
public, and maritime management to our merchant marine. 

Our remarks then are based upon the premise that what is good for the 
American merchant marine is good for maritime labor. The suggestions we 
make are those of normal human beings. Insofar as we are capable of determin- 
ing what is or is not good for the United States and our merchant marine, our 
remarks will be constructive. No more, no less. 


Mr. Happockx. Now, Mr. Chairman, with specific reference to S. 
1488 which, of course, we do support, we would like to suggest two 
amendments and they are identical and the purpose of those amend- 
ments would be to make this bill applicable to Government-owned 
ships as well as privately owned ships. The way the bill is now drafted 
it is applicable only to privately owned ships, so that we would suggest 
on page 2, line 8, between “by” and “a,” “United States or” be inserted 
and the phrase “of the United States” be stricken and the word 
“thereof” be inserted before the word “and”; and on line 16 between 
“by” and “a” the words “The United States or,” then the words, “Of 
the United States,” stricken and the word “thereof” inserted before 
“and.” 

The CuHarrman. That will go into the record and the committee 
will consider it. 

(The document referred to follows :) 


[S. 1488, 85th Cong., 1st sess.] 
[Omit the part in black brackets and insert the part printed in italic] 


A BILL To provide for the national defense, protect the foreign and interstate commerce, 
and to safeguard the interests, convenience, and necessity of the people of the United 
States, and promote the United States merchant marine 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the third paragraph of section 9 of the 
Shipping Act, 1916, as amended, is amended to read as follows: 

“To provide for the national defense, protect the foreign and interstate com- 
merce, safeguard the interests, convenience, and necessity of the people of the 
United States, and promote the United States merchant. marine, it shall be un- 
lawful, except as provided in section 611 of the Merchant Marine Act, 1936, as 
amended, (a) without the prior approval of the Administrator, Federal Mari- 
time Administration, to lease, bareboat charter, or time charter for a period 
of more than one year, or agree to lease, bareboat charter, or time charter for a 
period of more than one year, or in any manner transfer to any person not a 
citizen of the United States, any vessel or any interest therein owned in whole 
or in part by the United States or a citizen [of the United States] thereof and 
documented under the laws of the United States, or the last documentation of 
which was under the laws of the United States; or (b) without the prior 
unanimous approval of the Federal Maritime Board, as provided in this para- 
graph, to sell, or mortgage, or agree to sell, or mortgage, to any person not a 
citizen of the United States, or transfer or place under foreign registry or 
flag, any vessel or any interest therein owned in whole or in part by the United 
States or a citizen [of the United States] thereof, and documented under the 
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laws of the United States, or the last documentation of which was under the 
laws of the United States. The Federal Maritime Board is authorized to 
approve such a sale, transfer, or placement under foreign flag or registry if, 
(1) the Secretary of Defense certifies that such vessel is and will be of no 
value to the defense of the United States, or of any value to a possible 
enemy of the United States during its useful life; (2) the Secretary of Com- 
merce certifies that such vessel will be of no value to the foreign or interstate 
commerce of the United States during its useful life; (3) the Secretary of State 
certifies that the sale, transfer, or placement under foreign flag or registry will 
be in furtherance of the foreign policy of the United States, and (4) after a 
public hearing, the Federal Maritime Board determines that such a vessel for 
its useful life will not be (A) in the interest, convenience, and necessity of the 
people of the United States; (B) necessary to the maintenance and promotion 
of an adequate United States merchant marine; (C) operated in competition 
with any United States-flag ship; (D) put in any service which will release an- 
other foreign-flag vessel for competition with any United States-flag vessel (E) 
operated under the flag or laws of any nation that does not maintain the 
highest international standards then prevailing with respect to the enforcement 
of maritime safety laws including manning scales and crew accommodations.” 

Sec. 2. Section 501 (a) of the Merchant Marine Act, 1936, as amended, is 
amended by substituting a semicolon for the period at the end of the section and 
adding the following: “and (5) the applicant, or any holding company, sub- 
sidiary, or affiliate of such applicant, does not own, in whole or in part, or 
operate any foreign-flag vessel which competes with any American-flag service 
determined by the Federal Maritime Board to be essential under section 211 
of this Act, unless the Federal Maritime Board, by the unanimous vote of its 


members, determines that special circumstances warrant the waiving of this 
requirement”’. 


Sec. 3. Section 804 of the Merchant Marine Act, 1936, as amended, is amended 
by striking out of the proviso thereof the phrase “by affirmative vote of four 
of its members”, and substituting in lieu the following: “by the unanimous vote 


of its members”. 

Mr. Happock. Now, we think, Mr. Chairman, that Congress must 
take appropriate steps to obtain a positive and vigorous administra- 
tion of the 1936 act and I want to emphasize Congress because ex- 
perience has shown that we cannot get that sort of administration 
of this act by the executive. We think that this can be done in a 
number of ways. First of all, we think that the Federal Maritime 
Board and the Administration should be returned as a specific arm of 
Congress. It is now in the executive and carries on all of its activities 
in accordance with the executive’s programs which do not carry out 
the policies of the Congress. We think the only way that this can be 
corrected is to enact specific legislation returning it as a specific arm of 
Congress, making it responsible specifically to Congress and not the 
executive branch of the Government. Then in addition to that we 
think that immediate steps should be taken with the next appropria- 
tion, if you will, to have the legislative committees responsible for the 
maritime program give specific authorizations on all of their bud- 
getary matters. 

In other words, we think that the Maritime Administration should 
come before this committee in this House, spell out its program for 
the next fiscal year and have specific authorizing legislation for that 
program before that appropriation request goes to the appropriating 
committee, and we think that this committee should ask the appropria- 
tion committee not to pass upon any maritime appropriations until 
this committee has specifically authorized it. Now, we say that be- 
cause of the experience we have had. The Maritime Administration 
comes un with a program which does not carry out this committee’s 
responsibilities or this committee’s directives and the Congress’ direc- 
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tives. We think if the Maritime Administration and Board is put in 
the same position that the armed services and other agencies are, that 
the Congress will then see that the Maritime Administration’s program 
is amended to carry out those policies before it goes to the appropriat- 
ing committees. We think that specific step should be taken with the 
next session. Legislation is not required for that, but legislation is re- 
woe to make it a direct arm of the Congress, however, despite the 

act we like to say they are still an arm of the Congress and the Re- 
organization Act, didn’t take them out, I think the effective result is 
that they are in the executive. 

The Cuarmman. The old Maritime Commission was abolished b 
Executive order. Now, I think we should have our legal experts loo 
into whether or not it could be returned by Executive order but I think 
it would require a law. 

Mr. Happocr. I think it would require a law because it was done 
under the Reorganization Act and it was a left-handed matter. _ 

Now, I think, Mr. Chairman, that that concludes my brief analysis 
of what we think can and ought to be done. 

The Cuarrman. I want to thank you, Mr. Haddock. Do you have 
any further questions, Senator? 

Senator Monroney. I have no further questions. 

The CHatrman. And I recommend the reading of this statement 
because I have read it and studied it and I think it is a real intelligent 
analysis of this whole problem, and one that points up some things in 
our draft in our American merchant marine that must be looked at 
by Congress. 

Senator Monoronry. Mr. Chairman, may I say, also, that I have 
seen a great many reports, testimony of witnesses, and so forth, and 
this seems to be one of the most complete. It is documented with 
statistics from the past, and World War I and World War II, and 
records on our merchant fleet. It is one of the finest I have ever had 
the pleasure of seeing. 

The Cmarrman. Thank you. Thank you, Mr. Haddock. 

(The statement referred to follows :) 


TESTIMONY OF THE AFIL—CIO Maritime COMMITTEE ON §S. 1488, TO SAFEGUARD 
NATIONAL DEFENSE, FOREIGN AND INTERSTATE COMMERCE, UNITED STATES MER- 
CHANT MARINE, AND INTERESTS OF THE PEOPLE 


_— 


Submitted by Hoyt S. Haddock, executive secretary 
I. INTRODUCTION 


My name is Hoyt S. Haddock. I am executive secretary of the AFL-CIO 
Maritime Committee, which consists of the National Maritime Union of America, 
American Radio Association, Industrial Union of Marine and Shipbuilding 
Workers of America, and the United Steelworkers of America (Great Lakes). 
These unions are affiliated with the American Federation of Labor and Congress 
of Industrial Organizations. 

We commend you for holding these hearings on S. 1488, a bill designed to 
clarify the United States policy on transfer of our ships to foreign flags. 

Although the most thorny, direct problem is that of our American-flag ships 
being transferred to the runaway flags, the main issue confronting you and our 
Nation is that of bringing a firm and positive United States maritime policy 
back into focus. 

It appears from the Government agencies’ statements that, instead of com- 
plying with the congressional mandates contained in such positive legislation 
as the Merchant Marine Act of 1936, they are interpreting the laws to the long- 
range detriment of our merchant marine and shipbuilding industries. The result 


a 
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of their contradictory policies can only lead to increasing lack of understanding 
and synipathy for achieving and maintaining an American-flag merchant marine 
adequate to develop our foreign commerce in peacetime and to serve as the fourth 
arm of defense in time of war. We have often said that the 1936 act was being 
maladministered. It is perhaps more correct to say that the executive is con- 
stantly seeking ways to avoid positive administration of our maritime laws, 
without actually performing illegal acts. 

We strongly favor Senator Magnuson’s bill, S. 1488, which would amend 
section 9 of the Shipping Act of 1916, and sections 501 and 804 of the Merchant 
Marine Act of 1986. These desirable amendments would provide more adequate 
and specific guidelines for the Government. agencies which are’ respensible .for 
the transferring of American-flag ships to the runaway flags of Liberia, Panama, 
and Honduras. A summary of major provisions of the bill is as follows: 

The Federal Maritime Board would be authorized to approve the transfer 
of American ships to foreign flags if the following conditions are met: 

1. The Secretary of Defense certifies that the transferred ship is and will 
be of no value to the defense of the United States, or of any value to a pos- 
sible enemy of the United States during its useful life ; 

2. The Secretary of Commerce certifies that such ship will be of no value 
to the foreign or interstate commerce of the United States during its useful 
life ; 

3. The Secretary of State certifies that the transfer foreign will be in the 
furtherance of the foreign policy of the United States; and 

4. After a public hearing, the Federal Maritime Board determines that 
the ship for its useful life will not be (A) in the interest, convenience, and 
necessity of the people of the United States; (B) necessary to the mainte- 
nance and promotion of an adequate United States merchant marine; (C) 
operated in competition with any United States-flag ship; (D) put in any 
service which will release another foreign-flag vessel for competition with 
any United States-flag vessel; (E) operated under the flag or laws of any 
nation that does not maintain the highest international standards then pre- 
vailing with respect to the enforcement of maritime safety laws including 
manning scales and crew accommodations. 

Subsection 2 of section 501 (a) of the Merchant Marine Act would be 
amended to provide that any applicant for a construction subsidy would be 
required not to own or operate any foreign-flag vessel in competition with 
an American-flag vessel sailing in an essential trade route. The Federal 
Maritime Board could waive this requirement by the unanimous vote of its 
members if they should determine that special circumstances warrant the 
waiver. 

Subsection 3 of section 804 of the Merchant Marine Act of 1936 would be 
amended by striking out the phrase ‘“‘by affirmative vote of four of its mem- 
bers,” and substituting the following: “by the unanimous vote of its mem- 
bers.” Section 804 provides that it shall be unlawful for a_ subsidized 
operator to directly or indirectly own, charter, act as agent or broker for, or 
operate any foreign-flag vessel! which competes with any American-flag 
service on an essential trade route. The section further provides that under 
special conditions this requirement may be waived by the Maritime Com- 
mission. 

We are hopeful that you will support Senator Magnuson’s bill designed to 
curb the Maritime Administration’s circumvention of the positive policies con- 
tained in the Merchant Marine Act of 1936, and other laws designed to achieve and 
maintain an adequate merchant marine under the American flag. 


11. “EFFECTIVE CONTROL” CONCEPT REFUTED 


The concept of “effective control” of American-owned ships under the flags of 
Liberia, Panama, Honduras, and Venezuela is the greatest single danger to the 
American merchant marine. This concept is an extension of the old fallacious 
theory that our Nation can rely upon foreign-flag ships to carry our waterborne 
foreign commerce and to serve as a military auxiliary during national emer- 
gencies. The Maritime Administration and the Department of Defense have 
blown up this concept to the point where there will be few, if any, arguments left 
for the existence of an American-flag merchant marine in our foreign trades. 

The “effective control” theory is that ships under the runaway flags are avail- 
able to the United States during national emergencies as long as 51 percent of 
their ownership is American. This is analogous to a belief that 51 percent Amer- 
ican ownership of foreign oilfields, plane factories, or other industries will be 
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available to us during national emergencies. History has proved that during na- 
tional emergencies the United States has been compelled to rely mainly upon its 
eee and transportation systems, including our American-flag merchant 
marine. 

It is most discouraging to observe the rapid development of the “effective 
control” concept over the past 4 years. In 1953 Rear Adm. R. BD. Wilson, as spokes- 
man for the Department of Defense before the Potter subcommittee of the 
Senate Interstate and Foreign Commerce Committee, was quite cautious in the 
usage of the term “effective control” when applied to American-owned ships un- 
der the runaway flags. At that time he stated that the United States must rely 
mainly upon-an American-flag merchant marine. 

Two years later the same Department of Defense, in conjunction with the Mari- 
time Administration, issued a report entitled “Ocean Shipping To Support the 
Defense of the United States.” (Prepared by the Marad-Navy Planning Group, 
December 19, 1955.) It was most startling to observe that this report, when 
defining the requirements of an American merchant marine, included the so- 
called “effective control” ships under the runaway flags. This language in the 
report is as follows: 

“2, Recommended size of the active operating United States merchant fleet. 

“a. Numbers by category. 

“The Department of Defense, recognizing that the requirements for United 
States merchant shipping are subject to review and modification in the light of 
changing strategic situations, considers that in accordance with the latest ap- 
proved plans the active operating United States merchant marine (including 
those foreign-flag ships considered to be under effective United States control’ 
and exclusive of those merchant-type ships in Navy custody) should be com- 
prised, as a minimum, of the following number of vessels: * * *” 

It is important to note that in no uncertain terms the Marad-Navy Planning 
Group defined the active American merchant marine as one consisting of Ameri- 
can-flag ships as well as the American-owned ships under the runaway flags. 
Now the Maritime Administration has been using the “effective control” argu- 
ment as one of the main factors for permitting the transfer of American ships 
to the runway flags. In so doing, they evidently do not realize that in order 
to transfer ships they are jeopardizing the Merchant Marine Act of 1936 and 
our merchant marine. 

The “effective control” concept is in direct conflict with the spirit and intent 
of the Merchant Marine Act of 1936 and other maritime laws. The preamble 
of the 1936 act is as follows: 


“TITLE I—DECLARATION OF POLICY 


“Section 101. It is necessary for the national defense and development of 
its foreign and domestic commerce that the United States shall have a merchant 
marine (a) sufficient to carry its domestic waterborne commerce and a substan- 
tial portion of the waterborne export and import foreign commerce of the United 
States and to provide shipping service on all routes essential for maintaining 
the flow of such domestic and foreign waterborne commerce at all times, (b) 
capable of serving as a naval and military auxiliary in time of war or national 
emergency, (c) owned and operated under the United States flag by citizens of 
the United States insofar as may be practicable, and (d) composed of the best- 
equipped, safest, and most suitable types of vessels, constructed in the United 
States and manned with a trained and efficient citizen personnel. It is hereby 
declared to be the policy of the United States to foster the development and en- 
courage the maintenance of such a merchant marine.” 

The preamble of the 1936 Merchant Marine Act clearly defines “United States 
merchant marine.” It states that this merchant marine shall be owned, operated, 
and manned by United States citizens. It also states that it shall be sufficient 
to carry all of our domestic waterborne commerce and a substantial portion of 
the waterborne export and import commerce of the United States. ‘“Substan- 
tial portion” of our foreign waterborne commerce has been interpreted to mean 
at least 50 percent of this commerce. Although our ships are now carrying 
slightly more than 20 percent of our export-import trade, the Government agen- 
cies responsible for the proper administration of our maritime laws are includ- 


1Ships deemed to be under “effective United States control” consist of certain ships 
owned by United States citizens annd registered under the flags of Panama, Honduras, 
Liberia, and Venezuela. 
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ing American-owned runaway flag ships as part of our merchant marine. Thus, 
these agencies, through administrative actions, are violating the spirit and in- 
tent of laws enacted for clear and specific purposes. This should not be tolerated 
by you, the members of the Senate Interstate and Foreign Commerce Committee, 
who have been and are actively engaged in the endeavor to achieve and main- 
tain an adequate American-flag merchant marine. 

If you do not succeed in proving that the “effective control” concept is un- 
realistic and fallacious, then the task of presenting the merchant marine facts 
to the other Members of Congress becomes more difficult, if not impossible. We 
should expect the other Members of Congress to seriously question the logic 
of appropriating money for an American-flag merchant marine when they hear 
arguments that the runaway ships are completely available to us in national 
emergencies. It stands to reason that Members of Congress will not be willing 
to appropriate millions of dollars a year for an American-flag merchant marine 
if they believe that our Nation can rely upon the foreign-flag fleets for which 
no money must be directly spent by the United States Government. No doubt 
this reasoning will not be changed even though they realize that they appropriate 
billions of dollars a year to maintain a United States Navy to keep the sealanes 
open for these foreign-flag merchant ships. We believe that their thinking will 
apply to the direct cost of maintaining a merchant marine to service our Nation, 
rather than to the cost of maintaining a Navy without which the American as 
well as foreign merchant marines would be impotent and worthless. 

The “effective control” concept, based on the belief that the runaway ships 
will be available to us in a national emergency, is in direct conflict with our 
Nation’s experiences in past national emergencies. 

Prior to World War I the United States, relying upon the theory of availability 
of foreign ships in national emergencies, permitted the American-flag merchant 
marine to wither away until our ships were carrying only 9 percent of our 
foreign trade. At the outbreak of the war we were caught in the untenable posi- 
tion of a neutral nation without merchant ships. The foreign nations withheld 
their ships and we were faced with economic catastrophe. In Angust 1913 the 
United States had exported 257,172 bales of cotton. One year later in August 
1914, we exported only 21,219 bales. The price of cotton fell from $62.50 a bale 
in July 1914 to $36.25 in December 1914 because it could not be delivered. This 
economic disaster loomed not only to the cotton growers and other segments of 
our agricultural economy, but also to the production industries which depended 
upon importing of raw materials and exporting of the finished products. All 
cargoes piled up on the docks and the American producers and distributors faced 
ruin. 

The foreign ship owners, both the war belligerents and the neutrals as well as 
the Americans owning foreign-flag tonnage, charged our shippers unbelievably 
gouging rates whenever they sent their ships to our shores. Shipping rates in- 
creased up to 700 percent even before our Nation engaged in the munitions trade. 
After the war became a full-scale one, shipping rate increases of 2,000 percent 
were common. As a matter of fact, the average rate on general cargo increased 
1,117 percent. 

Prior to World War I the bulk of American-owned ships had been registered 
under foreign flags. When the war broke out most of these ships were not made 
available to the United Stats. In August 1914 Congress was compelled to enact 
a law which permitted Americans to register their foreign-flag ships under the 
American flag. Also, a law was enacted which provided insurance coverage for 
these ships. These emergency acts increased the tonnage available to the 
United States. 

It must be noted that at the outbreak of World War I the United States was 
not considered a leading force in the international balance of power. Therefore, 
as a neutral nation, we had some 3 years to build our merchant marine by 
recalling American-owned foreign-flag ships to our flag, and by constructing 
new ships. There can be no doubt that we are in no such a position today. 
Today we are the foremost world power in opposition to the fearful Communist 
aggression which is biting into the periphery of the free world. Therefore, we 
eannot afford to relax our vigilance or permit such mythological concepts as 
“effective control’ to blind us to the need of maintaining an adequate American- 
flag merchant marine. 

President Wilson was greatly disturbed by the serious mistake our Nation had 
made in not maintaining a peacetime fleet adequate to service our foreign trade 
during war. In his third annual message to Congress given in May 1915 he 
declared : 
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“It is high time we repaired our mistake and resumed our commercial in- 
dependence on the seas. For it is a question of independence. If other nations 
go to war or seek to hamper each other’s commerce, our merchants, it seems, are 
at their mercy, to do with as they please. We must use their ships, and use 
them as they determine. We have not ships enough of our own. We cannot 
handle our own commerce on the seas. Our independence is provincial and is 
only on land and within our own borders.” 

After World War I the 66th Congress made a full study of the role of the 
American merchant marine in peace and war. After studying the near disaster 
our Nation experienced because of the philosophy of depending upon foreign-flag 
ships instead of maintaining our own merchant marine, they passed the Mer- 
chant Marine Act of 1920. The conclusion they reached is evident in the strong 
language contained in the preamble of this law which is as follows: 

“That it is necessary for the national defense and for the proper growth of 
its foreign and domestic commerce that the United States shall have a merchant 
marine of the best equipped and most suitable types of vessels sufficient to 
earry the greater portion of its commerce and serve as a naval or military 
auxiliary in time of war or national emergency, ultimately to be owned and 
operated privately by citizens of the United States and it is hereby declared to 
be the policy of the United States to do whatever may be necessary to develop 
and encourage the maintenance of such a merchant marine * * *” 

In 1936 Congress reaffirmed its mandate that our Nation should develop and 
maintain a United States-flag merchant marine by passing the Merchant Marine 
Act of 1986. 

With the outbreak of World War II we still heard the argument that our Allies 
had merchant fleets that were large enough to service the free world, including 
the United States.. Yet, after the outbreak of World War II, experience shows 
that even the fleets of our Allies were not available for our use and we had to con- 
struct over 5,000 ships to meet the shipping needs of our Nation and of our 
Allies. 

We shall deal with some details on World War II because the solution of the 
shipping problems of that war continue to have a sharp impact upon current 
United States maritime issues. For example, the detail showing the type and 
number of ships built during the war continues to affect our shipbuilding pro- 
grams and reserve fleet policies. Moreover, what happened in World War II 
can happen again. 

On September 1, 1939, the United States merchant fleet had 1,379 seagoing ships 
of 1,000 gross tons and over. The United States Maritime Commission, in Novem- 
ber of 1937, had said that 1,200 ships would be adequate for our country in time 
of war. Again the so-called experts claimed our country could depend on foreign 
merchant marines. Again they were proved to be wrong, by 5,459 ships. 

It cost the American public $14 billion to build these ships during a war crisis. 
We are paying more than $400 million yearly as interest on this wartime debt. 
This is an annual outlay sufficient to subsidize our merchant marine for more 
than 2 years. 

All theaters of World War II operations were overseas. Accordingly, our 
Nation was completely dependent upon ocean transportation in making its 
strength effective against the enemy. 

The Axis powers were well aware of that fact. They did all they could to 
destroy our merchant marine. 

When Europe went to war in September 1939, the world oceangoing merchant 
shipping totaled 80 million deadweight tons. Britain and France controlled ap- 
proximately 27 million tons. The great portion of neutral shipping was avail- 
able to service the Allies. At the outbreak of the war the German blockade be- 
came effective immediately. During the 27 months prior to the entry of the 
United States into the war, about 16 million deadweight tons were sunk by the 
Axis. During the same period the combined output of the shipyards of the 
United Kingdom and the United States, which were almost the sole source of new 
merchant shipping for the Allies, was only 5 million deadweight tons. 

On December 1, 1941, the ocean passenger, dry cargo, and tanker vessels under 
the American flag aggregated about 11,600,000 deadweight tons. German sub- 
marines appeared in the western Atlantic, the Gulf of Mexico, and the Caribbean, 
and ships moving coastwise were sunk within sight of our shores. American 
ships totaling 3,609,000 deadweight tons were lost during 1942, the year of heaviest 
easualties. Approximately 6,764,000 deadweight tons of American ships were 
sunk during the course of the entire war. 
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For the entire war period the losses of ships controlled or available to the 
Allies aggregated over 36 million deadweight tons. Of these losses 733 were 
American merchant ships of over 1,000 gross tons and hundreds of smaller ships. 
Thus, the American loss was more than half the tonnage of our prewar merchant 
marine. The breakdown of the Allied merchant ship losses is as follows: 





Nontanker Tanker Total 
deadweight | deadweight | deadweight 
tons tons 





copreaner 3 1939-December 1941. - . - 
Year 1942__ ’ 


During 1940 and the early part of 1941 there were several months when the 
Allied shipping losses exceeded the combined ship construction of the United 
Kingdom and the United States by more than 500,000 deadweight tons. 

Considering the low ebb of American shipbuilding during the early 1980’s 
and the vital part which the American shipbuilding industry was called upon 
to play in the successful carrying out of the war, it was fortunate that this 
industry was kept alive before we entered the conflict. We would suggest that 
the building program of the Maritime Commission should be credited with this 
happy situation. After the German forces had overrun Norway, the Low Coun- 
tries, and France in the early summer of 1940, this fact was even more apparent 
and its implications became serious. Accordingly, in the fall of 1940 the British 
placed orders with American shipyards for 60 freighters. Early in 1941 the 
Maritime Commission ordered 200 more cargo carriers. By the end of 1941 the 
American shipbuilding program, including foreign and American orders, had 
been expanded to include about 1,200 ships, aggregating about 14 million dead- 
weight tons. It was with the view of expediting the deliveries of British orders 
that a ship of simplified design was agreed upon. This gave birth to the Liberty 
ship which was actually obsolete on the drawing board. 

During the 5-year period 1941-45 a total of 5,280 oceangoing vessels, aggre- 
gating over 54 million deadweight tons, were delivered from American ship- 
yards. The yearly breakdown of this total is as follows: 
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During the war period British Empire shipyards delivered less than 11 million 
deadweight tons. In fact, all of our allies upon whom the prewar experts had 
claimed we could depend on for merchant ships supplied us with only 715,000 
gross tons of ships. On the other hand, we delivered 5,500,000 gross tons to them. 
This was achieved by expending $12.5 billion of our taxpayers’ money. 

The United States merchant marine delivered the goods to our fighting forces 
and Allies overseas. ‘The total cargo lift from the United States between Decem- 
ber 7, 1941, and the surrender of Japan was 268,252,000 long tons, of which 
203,522,000 were dry cargo and 64,730,000 were petroleum and other liquid car- 
goes. During the last year of the war, the average rate of delivery was 8,500 
tons of cargo every hour of every day and night. Our ships also carried the great 
majority of the 7,129,907 Army personnel and 141,537 civilians moving overseas 
between December 7, 1941, and November 30, 1945. During this same period they 
earried 4,060,833 Army personnel and 169,626 civilians back to the United States. 

Because we were able to build up our own merchant marine during this war 
we are able to deliver the goods needed to win the war. Also, we avoided the 
type of gouging we received during World War I. During World War II general 
cargo rates increased only 70 percent as compared to 1,117 percent during World 
War I. This difference is most impressive when we note that the ship operat- 
ing costs during World War II were substantially higher than during World 
War I. 

Using the gouging rates paid by United States taxpayers in World War I as a 
comparison it can conservatively be estimated that United States-flag ships during 
World War II saved the American taxpayer $3.5 trillion. This would subsidize 
an adequate American-flag merchant marine for more than 15,000 years. 

On November 2, 1945, Fleet Adm. Ernest King, commander in chief of the 
United States naval operations, wrote to Admiral Land the following: 

“During the past 3% years, the Navy has been dependent upon the merchant 
marine to supply our farflung fleet and bases. Without this support, the Navy 
could not have accomplished its mission. Consequently, it is fitting that the 
merchant marine share in our success as it shared in our trials. 

“The merchant marine is a strong bulwark of national defense in peace and 
war, and a buttress to sound national economy. A large merchant marine is not 
only an important national resource; it is, in being, an integral part of our coun- 
try’s armed might during time of crisis. During World War II, this precept 
has been proven. 

“As the merchant marine returns to its peacetime pursuits, I take pleasure in 
expressing the Navy’s heartfelt thanks to you and through you to the officers and 
men of the merchant marine for their magnificent support during World War II. 
All hands can feel a pride of accomplishment in a job well done. 

“We wish the merchant marine every success during the years ahead and sin- 
cerely hope that it remains strong and continues as a vital and integral part of 
our national economy and defense.” 

Admiral King closed his letter with the wish that our merchant marine remain 
strong in the future in order to preserve our national economy and defense. His 
advice, like the advice of other practical men, was subjected to the attack of 
post-World War II peacetime theorists who claimed that it was not necessary 
to maintain our merchant marine. In fact, the Government agencies, delegated 
the responsibility of carrying out the maritime policies mandated by Congress, 
have become the foremost salesmen for the theory of United States reliance on 
foreign-flag ships. They have even dared to go one step further and state that 
runaway fleet ships are part of the American merchant marine simply because 
American interests own 51 percent of the capital stock. 

When the Korean war broke out our allies were not in a position to provide 
the ships for that limited operation. In the Korean war our merchant ships 
have delivered more than 80 percent of the cargoes to Korea. Moreover, United 
States-flag ships were utilized to service the increased world flow of traffic re- 
sulting from the tense international situation. 

We entered both World Wars with inadequate merchant shipping. We were 
required to build additional ships for ourselves and our allies upon whom we 
were relying for shipping. It should be clear that this condition has not 
changed. Indeed, it appears to us even more serious than heretofore. Cer- 
tainly, if we are engaged again in a war that involves the European countries, 
we will be required to build all their ships for them. Moreover, we will have 
to depend on American seamen to man these ships. Even today there are certain 
ratings of merchant seamen in tight supply. This is primarily because they 
cannot look to seafaring as a vocation. The opportunity for stable employment 
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cannot exist on American ships so long as the maritime laws are improperly 
administered. 

The latest direct international emergency which faced the free world occurred 
in October 1956; namely, the Suez crisis. In this emergency the free world again 
was faced with a shortage of merchant ships. Fortunately, the United States 
could and did alleviate the shortage of dry-cargo ships by breaking ships out of 
the national defense reserve fleets and chartering them to private ship operators. 
However, due to the fact that our Nation had only 14 usable deepsea tankers in 
the reserve fleets, the economies of the free world were placed in a precarious 
position and trembled from the lack of fuel. 

During the Suez crisis 75 million tons of petroleum products were imported. 
The maritime Persian Gulf rate, through Suez is $12.70. As a result of the crisis 
this was up 200 percent during which time the 75 million tons were imported. 
This was an increase of almost $2 million in less thana year. This increase is at- 
tributable almost entirely to a lack of adequate American-flag tanker facilities. 
This increase in cost of petroleum products to the American public would pay 
the present operating subsidy for about 20 years. 

It is important to note that for years Congress was fully cognizant of the 
shortage of American-fiag tankers and had acted to overcome this problem. In 
1954 laws were enacted that provided for the trade-in-and-build of tankers, and 
for providing authority to the Secretary of the Navy to charter 15 newly con- 
structed tankers for a 10-year period. These laws were specifically designed 
to provide our Nation with protection in the event of a national or world emer- 
gency. These laws, as other laws passed by Congress in order to achieve and 
maintain an adequate American merchant marine, were not vigorously admin- 
istered by the pertinent Government agencies. These agencies took it upon 
themselves to deliberately throw roadblocks in front of the proposed programs 
in order to scuttle them. These are the same programs which the Department 
of Defense and the Maritime Administration urged Congress to enact into law. 
We are certain, that after you complete the phase of these hearings dealing with 
the trade-in-and-build program, you will lose even more of your confidence in 
the Government agencies delegated the duties to enforce and administer the 
laws you pass. 

In early 1954 Adm. Francis C. Denebrink, as the Department of Defense spokes- 
man, had this to say to the Water Transportation Subcommittee of the Com- 
mittee on Interstate and Foreign Commerce: 

“T have given you a gloomy picture of the future of the United States-flag 
tanker fleet. Let us look for a moment at its capability in terms of national 
defense today. The United States has an initial requirement for tankers in the 
event of war in the amount of approximately 10 million deadweight tons. The 
United States-flag tanker fleet, private and Government-owned built and build- 
ing, falls short of meeting this requirement by more than a million and a quarter 
deadweight tons.” 

As we had mentioned earlier, on December 1955 the Marad-Navy Planning 
Group issued a report entitled “Ocean Shipping to Support the Defense of the 
United States.” In this report they stated that the active tanker segment of 
the United States merchant marine should consist of 562 national tankers of 
9,273,000 deadweight tons. However, as we pointed out, the gimmick in their 
report was that the ships under the runaway flags were considered under “ef- 
fective control” of the United States and, therefore, were included in the defi- 
nition of “active United States merchant marine.” Then we observe more con- 
flicting testimony on the part of spokesmen for the Department of Defense. 
On June 13, 1956, Admiral Denebrink appeared before the same Senate sub- 
committee in an attempt to have the Military Sea Transportation Service ac- 
quire the tankers which were being considered for chartering to the Pan Atlantic 
Steamship Co. Admiral Denebrink stated that there was a shortage of tankers 
under the American flag. In referring to the Navy MSTS fleet he stated: 

“The nucleus tanker fleet has been reduced to the point where it is no longer 
an instrument of adequate logistic support under today’s conditions, and it 
appears that adequate numbers of privately owned tankers are not now obtain- 
able at any price. 

“T have been advised by the Director of the Armed Services Petroleum 
Purchasing Agency that in overseas areas nondelivery of petroleum products is 
having a critical effect upon inventory levels, while the programed deliveries of 
bulk petroleum from suppliers is being jeopardized because of inability of MSTS 
to provide tankers * * * 

97220—57——_18 
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“I wish to emphasize that my requests for the redelivery to MSTS of these 
17 tankers were in no way influenced by the legislation now under consideration 
by your committee. This action was taken only after the commander, Military 
Sea Transportation Service, had exerted extraordinary efforts to obtain United 
States-flag commercial tanker tonnage and had exhausted all means at his dis- 
posal to acquire this tonnage without leading the market as to rates and even 
disregarding the ‘fair and reasonable’ rates recommended by the Maritime 
Administrator; and after having accepted all offers made to him for charters of 
1 year or less for ships that were in a position to be employed by MSTS.” 

Shortly after the outbreak of the Suez crisis, the Government established 
the Middle Kast Hmergency Committee. This Committee, consisting of repre- 
sentatives of the large oil corporations, was supposed to solve the oil transpor- 
tation problems facing the free world due to the closing of the Suez Canal. The 
chairman of this Committee was none other than a vice president of the 
Standard Oil Company of New Jersey. 

We immediately began to clamor that the best interest of the United States 
would not be served by a committee consisting of representatives of companies 
owning and operating their large tanker fleets under foreign flags, and only 
their coastwise ships under the American flag. At about the same time, the 
executive branch of our Government, through direct statements of President 
Eisenhower, stated that our Government would embark upon a 50 to 80 tanker 
construction program. However, this program never materialized because the 
Middle East Dmergency Committee assured our Government that they would 
solve the oil transportation problem with their existing foreign-flag tankers and 
with new tankers they would build for their foreign-flag operation. 

In the meantime, newspaper stories quoted military sources and the Maritime 
Administration as saying that there were 727 tankers, aggregating 12,178,000 
deadweight tons, under the United States flag and under “effective control” 
under the runaway flags. Thus, in comparing these figures with the Marad- 
Navy report of December 19, 1955, they actually said that we had available 165 
tankers, aggregating 2,905,000 deadweight tons, more than we need for the 
initial phase of a full mobilization base. 

The confused tanker requirements presented by the Maritime Administration 
and the Department of Defense is a sad reflection on these agencies which are 
supposed to properly administer laws which you carefully reason out and enact. 

In the early days of this Congress a Senate Antimonopoly and Public Lands 
Subcommittee, under the chairmanship of Senator Joseph C. O’Mahoney, began 
hearings on the oily mess resulting from the closing of the Suez Canal. A vice 
president of the Standard Oil Company of New Jersey told the subcommittee that 
the United States Government has absolutely no control over the rates charged by 
their foreign-flag ships. This is quite enlightening when we consider that these 
are the same ships which, we are told, are under the “effective control” of the 
United States and are a part of our American merchant marine. We must re- 
member that our Government has controlled the dry-cargo rates by setting rate 
ceilings on Government-generated cargoes and by breaking out laid-up ships 
from the national defense reserve fleet to hold down the shipping rates on purely 
commercial cargoes. 

In considering the degree of Government protection of the American public, 
we point to the observations made by Senators on the O’Mahoney committee who 
have estimated that the oil price rise resulting during the Suez crisis will cost 
the American consumers approximately $1 billion a year. Thus, it becomes ob- 
vious that our Nation did not get a bargain when the tanker trade-in-and-build 
program was delayed for 2 years and finally eliminated by the transfer foreign 
and build program. We now know that we are paying a high price for a policy 
which seems designed to permit the oil companies to realize a high profit on 
the transfer of their American-flag ships to foreign flags. We make this state- 
ment with the full knowledge that the oil industry claims that the increase in 
price actually resulted from the increase of production costs. We, or anyone 
else, would be naive to believe that the increase in oil prices was merely coin- 
cidental with the Suez crisis. The oil industry took advantage of a world emer- 
gency in order to further bolster their high profits. Too, it is clear that the 
American taxpayer is subsidizing American-owned foreign-flag tankers through 
these higher prices. 

At no time must we forget that our Nation had dispatched a large segment of 
our Navy to the Middle East in order to protect the production and transporta- 
tion of oil from that region. Despite the fact that this action was absolutely 





SHIP TRANSFERS TO FOREIGN FLAG 191 


necessary for the protection of the economies of the free world, we must remember 
that it applied largely to the protection of foreign-flag ships engaged in that trade. 
This is true because there are few American-flag tankers engaged in our overseas 
trade while the runaway flag tankers of the large oil companies do carry this 
petroleum. Thus, the large American oil companies utilize the runaway flags for 
their tankers in order to avoid paying United States taxes which are used for the 
maintenance of the United States Navy which they quickly turned to for protec- 
tion of their oilfields and tankers. 

To this point of our statement our case against the “effective control” cor- 
cept has been based on past national and world emergency experiences. We now 
follow up the past with the future to emphasize the need of our Nation to achieve 
and maintain an adequate active American-flag merchant marine and private 
shipbuilding industry. 

As we had stated, in World Wars I and II the aggressor nations’ strategy was 
to conquer the world by bottling up the young, vigorous United States within the 
confines of the “pond.” In World War I the Central Powers hoped to crush the 
Allies before the United States could develop a war machine and a merchant 
marine. They did not believe that we could transport the men and materiel 
veeded to bolster the waning Allies. We had over 3 years as a neutral nation 
preparing to upset their plans. Our merchant marine was developed to do its 
vital share of the job. 

In World War II the Axis again depended on the unavailability of United States 
aid to the Allies. Although they knew that we Americans had at least a nucleus 
merchant fleet, they based their military strategy on blockading the United 
States with submarines. As we stated earlier, they almost succeeded. However, 
we had over 2 years as a neutral nation preparing to upset their plans. Our 
merchant marine did its vital share of the job. 

Russia and her satellites evidently have carefully studied the near defeats suf- 
fered by the free world in World WarsIandII. They, too, seem to have a master 
plan of conquering the world by bottling in the United States. They know that 
in 1939 Germany almost defeated the world with an initial fleet of 60 submarines, 
of which only 30 were larger than 500 tons and capable of operation in the Atlantic 
Ocean. Germany’s plans were to have 99 U-boats in service by early 1940. 

It is estimated that in 1955 Communist Russia had an active navy second 
only to the United States. These estimates are that the Russian Navy con- 
sisted of 700 ships which included 3 or 4 battleships, 20 cruisers, more than 100 
destroyers, and 350 to 400 submarines. They were supposed to have immediate 
plans for constructing 3 battleships, 20 cruisers, 120 destroyers, and 120 sub- 
marines. The latest estimates are that Russia now has approximately 500 
operating submarines of their goal of 1,000 submarines. 

The estimated air strength of Russia in 1955 was 18,000 to 22,000 first-line 
combat planes. This was supported by an estimated annual production rate of 
12,000 to 17,000 planes. 

Some people think that the merchant marine has no place in this atom and 
hydrogen bomb age. This is not true. Charles 8. Thomas, Secretary of Navy, 
has been warning our Nation not to believe that our merchant marine will not be 
needed in the event of the next war. He states that our merchant marine is 
and will remain the important fourth arm of defense. This is true even if we 
should become engaged in an all-out retaliatory hydrogen bomb war. However, 
it seems likely that Russia will continue her nibbling away at the periphery of 
the free world instead of charging into a hydrogen catastrophe. We believe that 
this is their basic reason for planning a huge submarine fleet. 

If the estimates are true, Russia now has almost nine times the size submarine 
fleet that Germany had at the beginning of World War II. On the other hand, 
our Nation has an active merchant marine that is approximately the size of our 
pre-World War IT fleet. Thus, we believe, that Russia with her land-attached 
satellites, would be inclined to avoid a hydrogen bomb war. Instead, they would 
strive to cut the ocean link between us and our allies. 

Should ruthless Russia attack Allied merchant shipping with the great number 
of submarines they possess, we predict that our Nation will not be able to rely 
on so-called effective control ships. At that time, we will be compelled to rely 
on our American-flag ships manned by loyal and grim American merchant sea- 
men. However, will we have years to prepare as a neutral nation? Will we have 
an adequate American-flag merchant marine to do its vital share? 

The so-called effective control concept does not even provide that the Ameri- 
ean-owned ships under the runaway flags will be made available to the United 
States by international treaties. The Maritime Administration has told you 
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that these ships are under “effective control’ of the United States simply be- 
cause 51 percent or more of the capital stock is owned by American citizens. 
This type of reasoning hardly warrants consideration. It ignores historical 
facts which completely negate any argument that financial control of assets is 
any form of assurance that these assets are available to the nation whose na- 
tionals acquired financial control. The outstanding case for our argument is 
that of the downfall of colonialism throughout the world. If the Maritime Ad- 
ministration’s argument is valid, Great Britain, for example, would not have 
lost control of so much of her empire throughout the world. 

In considering the “effective control” concept we must not overlook the man- 
ning of these runaway ships by different nationalities, often polyglot on a ship. 
The loyalties of these foreign seamen are basically to their own nations or to 
ideologies which may differ from ours. Even if we were to assume that the 
seamen aboard the runaway ships had the closest ideological and cultural ties 
with our Nation and our way of life, we could never afford to expect them to 
service us should we become engulfed in world war III. We could and do ex- 
pect our American seamen, under any circumstances, to display loyalty to their 
Nation and to their families. 

It is well known that many foreign seamen and their unions are communistic 
or sympathetic to communism. This can be proved by the fact that many of 
the foreign seamen’s unions are affiliated with the Communist-dominated World 
Federation of Trade Unions. On the other hand, all of the maritime unions 
affiliated with the American Federation of Labor and Congress of Industrial 
Organizations are represented in the anti-Communist International Confedera- 
tion of Free Trade Unions through membership of the national AFL-CIO. Also, 
our AFL-CIO maritime unions are members of the International Transport Work- 
ers Federation which is the anti-Communist, free world organization of trans- 
portation workers’ unions. 

Another strong factor to be considered in comparing the ideological leanings 
of American seamen with the foreign seamen aboard the runaway ships is the 
United States Coast Guard screening of American seamen and no screening of 
foreign seamen. From 1950 to 1955 no American seaman was permitted to sail 
aboard our ships if he was declared a poor security risk. Under this program 
the United States Coast Guard had screened 300,000 individuals of which 1,800 
were found to be of doubtful loyalty. Last year the United States courts had 
issued an injunction which now compels the Coast Guard to ship American sea- 
men who have been declared poor security risks. In February of this year Vice 
Adm. Alfred C. Richmond, Coast Guard Commandant, in an appearance before 
the House Merchant Marine and Fisheries Committee, had stated that 169 sea- 
men have had their seamen’s papers validated under the terms of the court in- 
junction. Even with the elimination of the Coast Guard security program our 
ships and Nation are protected at least to the degree of having knowledge of 
who these security risks are and on which ships they are sailing. Thus, in the 
event of reaching a critical phase of international tension, these few seamen 
could easily be rendered harmless to our ships and port facilities. 

The arguments we have presented in order to refute the “effective control” 
concept only scratch the surface of the many reasons showing why the concept 
is a figment of vivid and unrealistic imaginations. The acceptance of this con- 
cept on reliance on and control of foreign-flag ships can only lead our Nation 
and the free world over the brink of disaster. 


III. GROWTH OF RUNAWAY FLAG FLEETS 


The post-World War II growth of the runaway flag or flags of convenience 
fleets of Liberia and Panama has been phenomenal. In 1924 Lloyds Register 
recorded only 15 ships flying the Panamanian flag. As of June 30, 1956, there 
were 510 ships, aggregating 5,865,000 deadweight tons, under the Panamanian 
flag. On that date there were 570 ships, aggregating 8,805,000 deadweight tons, 
flying the Liberian flag, and 55 ships, aggregating 482,000 deadweight tons, flying 
the Honduran flag. This is a total of 1,135 ships, aggregating 15,152,000 dead- 
weight tons under the 3 runaway flags. 

In 4%) short years, January 1, 1952, to June 30, 1956, the deadweight tonnage 
under the Liberian flag increased by 654 percent. In 1952 there were 78 ships, 
aggregating 1,167,000 deadweight tons, under the Liberian flag as compared to 
the 570 ships, aggregating 8,805,000 deadweight tons, on June 30, 1956. 

In 3 short years, June 30, 1953, to June 30, 1956, the deadweight tonnage 
under the Liberian flag increased 287 percent. 
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The bulk of the ships under the runaway flags are owned by Americans. 
Next to the Americans in the amount of ownership are the Greeks. Strangely 
enough the United States and Greece are becoming more similar as absentee 
owner shipping powers as the years go by. Evidently we are now in the vicious 
cycle that Greece has been in for some years. Our ships, like theirs, are begin- 
ning to fly the runaway flags in place of our own national flags. 

It is estimated that Greek shipowners control 1,425 ships, aggregating 
10,425,800 deadweight tons. Also, they have ordered for construction 346 ships 
of 5,602,425 tons. These ships being built added to the Greek-owned ships now 
in operation equals 1,771 ships of more than 16 million deadweight tons. How- 
ever, only 1 out of 4 Greek-owned ships will be sailing under the Greek flag. 
The remainder will be under foreign flags. Almost one-half of the total Greek- 
owned ships will be under the runaway flags of Liberia and Panama. 

Fifty percent of the 346 ships building for Greek owners are booked for the 
account of 5 Greek shipowners. These 5 Greek shipowners are operating and 
building for operation a total of 394 ships, aggregating 8,610,083 deadweight 
tons. Because the names of these Greek shipowners have become so familiar 
in American shipping circles, we include table I showing the ships and tonnage 
they operate and are building for operation, in descending order of size. 


TasBLe I.—Ships operated and being constructed for operation by top 5 Greek 
shipowners * 


Name Number | Deadweight 





of ships tons 
Stavros Niarenes.................2% i = iol edie etl altace ibabiitiae sa See 76 2, 096, 329 
Petros Goulandis__-- (akin ed gin tts iden ec Te ee bitare seplan dpkrelools ediciones 84 1, Sis 500 
Rethimnis & Kulukundis___________- ari bettie sient as | 90 1, 633, 969 
Aristotle Onassis___- aiewae cece ates Lay ee te ee | 65 | 1, 582, 7il 
Stavros Kivanos.... -- peabutceawee 2. cose SS eee Le SO SS 79 | 1, 478, 574 
NI ai ti vs end ile uals a sale xen wales aE 394 | 8, 610, 083 


1 Source: New York Times, Jan, 22, 1957, 


Because of the interest evinced by some members of the committee in the case 
of Aristotle Onassis and the direct link of the Greek shipowners to our transfer 
foreign problem, we include excerpts from the September 7, 1956, issue of the 
Cnited States News & World Report. 

The article is entitled ‘““The Monaco Story—Where Grace Kelly Is Princess and 
There Are Almost No Taxes”: 

“Shipowners rank high among those who have found tax advantages in Monaco, 
No other human beings and only 3 nations own more seagoing oil tankers 
than 2 of Monaco’s recent ‘immigrants’—Onassis and his chief rival, his brother- 
in-law, Stavros Niarchos. 

“Onassis and Niarchos, while the biggest in the business, were not the 
first shipowners to taste Monaco’s milk and honey. Nor the last. Onassis esti- 
mates that about 40 Greek, Italian, Norwegian, and Swedish shipowners have 
moved their corporate headquarters, branch offices, or their personal domiciles 
to Monaco, a country that possesses no usable commercial port. * * * 

“Onassis, 50, is called a ‘robber baron’ by some and a ‘merchant adventurer’ 
by others. He calis himself ‘just an individual in a world that dislikes in- 
dividuals.’ Like many other Greek shipowners, Onassis got a belated 19th cen- 
tury chance at fortune building through tax-free accumulation of capital in the 
20th century. 

“A Greek born in Turkey who holds Argentine citizenship, Onassis maintains 
homes in 5 countries, offices in 10. His ships are registered under the names of 
30 corporations and sail under 5 different flags, none of them Greek or Argentine. 
He pays little or no corporate or personal income taxes anywhere 

“What enables Onassis to avoid taxes, apart from a mastery of the world’s tax 
loopholes, is the fact that his profits are earned on the high seas. He keeps his 
profitable companies incorporated in low-tax countries, while his money-losing 
enterprises, under other names, operate in the shipping centers of the world. 

“Nothing better illustrates the international tax juggling of ‘citizen of the 
world’ Onassis than a look at one of his ships. Typical is the 45,000-ton tanker 
Tina Onassis, built in Germany, mortgaged in the United States, insured in Brit- 
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ain, manned by Greek seamen, controlled from Monte Carlo and flying the one- 
star Liberian flag, which Onassis calls ‘the poor man’s Stars and Stripes.’ 

“ ‘My favorite country,’ Onassis once said, ‘is the one that grants maximum im- 
munity from taxes, trade restrictions, and unreasonable regulations. I call that 
business sense.* * *’ 

“The preference of Onassis for Monaco is not entirely due to the fact that 
corporate taxes and governmental controls are matters for gentle laughter here. 
After all, 2 or 3 other little countries offer the same freewheeling atmosphere in 
finance. But as one of the aids to Onassis put it: ‘Who wants to live in Liberia 
just to escape taxes?’ ” 

Such are the type of men who have found it so profitable to violate our American 
shipping laws. Instead of being punished for buying United States Government 
ships under false pretense of United States citizenship, they are being permitted 
to transfer their ships at high profits. At the same time they are permitted to 
build tankers for the protected domestic United States trade and foreign-flag 
ships in our shipyards only because of the world steel shortage and the delay of 
tanker delivery from foreign shipyards. There can be little doubt that our 
shipping laws require serious amendments in order to prevent these methods of 
receiving benefits through loopholes in our laws and even by the direct violation 
of our laws. 

As we stated, some American companies are taking a leaf from the books of 
such world adventurers, as mentioned above, and discarding national loyalty for 
the opportunity to make a fast and easy dollar regardless of our national and 
world security. 

As of June 30, 1956, there were a total of 386 ships of 1,000 gross tons and over, 
aggregating 6,330,808 deadweight tons, owned by American companies and oper- 
ated under foreign flags. Also, there were a total of 117 ships, aggregating 
4,006,992 deadweight tons, which were being constructed for these companies to 
operate under foreign flags. The 10,337,800 deadweight tons of these 503 ships 
is 76 percent of the 13,694,000 deadweight tons of the entire United States-flag 
merchant marine on June 30, 1956. Of these 503 ships, 242 are operating or 
being constructed for operation under the runaway flags of Panama, Honduras, 
and Liberia. 


Tape II.—Ships of 1,000 gross tons and over under foreign flag and owned by 
affiliates of parent companies incorporated in the United States, on June 80, 
1956 


All type ships Seagoing tankers Seagoing dry Seagoing ore 
| eargo | carriers 


Num-| Dead- | Num- Dead- | Num- Dead- Num- Dead- 
ber weight ber | weight | ber weight | ber weight 
tons tons | tons 


Presently operating 386 306 | 5, 363, 813 49 | 257,013 31 709, 982 
Under construction for | | 
foreign-flag operation. | 117 | 4,006, 992 | 87 3, 201, 092 | 9 51, 800 | 


21 754, 100 
<a teen 


503 | 10,337,800 | 393 8,564,905 58 | 308,813 | 52 | 1, 464, 082 


Source: U. S. Maritime Administration. 


In table II there are listed 52 bulk and ore carriers, aggregating 1,464,082 
deadweight tons, which are operated or being constructed for operation under 
foreign flags and owned by subsidiaries of American companies. Of these 52 
ore carriers, 24, aggregating 352,403 deadweight tons, are owned by the large 
American shoreside corporations listed in table III. Two large shipping com- 
panies, Joshua Hendy Shipping Corp. and D. K. Ludwig Co., operate and are 
constructing for foreign-flag operations 17 ore carriers, aggregating 700,439 dead- 
weight tons. These companies combined account for 72 percent of the Ameri- 
can-owned ore carriers under foreign flag. 
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TABLE III.—Ore carriers of 1,000 gross tons and over under foreign flag and 
owned by affiliates of major United States companies, on June 30, 1956 


Name of company 


Aluminum Company of America. --_| 
Bethlehem Steel Corp 
Republic Steel Corp_- : 
Reynolds Metals Co___.....-...----} 
United States Gypsum Corp 





+ 


Source: T 


. 8S. Maritime Administr: 


Presently operated 


Number | Deadweight 
of ships tons 


108, 405 
30, 150 
122, 190 
13, 780 
38, 178 
312, 703 


ation. 


Under construction 
for foreign flag 


Number | Deadweight 
of ships 


tons 


17, 300 





Total operating and 
and construction 


—— 


Number | Deadweight 
of ships tons 


108, 405 
30, 150 
144, 590 
31, 080 
38, 178 
352, 403 


24 


Of the 58 dry-cargo ships shown in table II, 46, aggregating 200,834 dead- 


weight tons, are owned by 2 large American corporations. 


Thirty-nine of these 


ships are owned by United Fruit Co. and 7 are owned by Standard Fruit Co. 


3f 


There are 


13 seagoing tankers, aggregating 8 


> 


,064,905 deadweight tons, which 


are operated or under construction for operation by affiliates of American com- 


panies. 


Two hundred fifty-eight, or 84 percent of the 306 seagoing tankers actually in 
operation, are owned by 5 large oil companies. 
87 tankers under construction for foreign-flag operation, are owned by the same 


5 companies. 


Seventy-one, or 82 percent of the 


the 5 large American oil companies are shown in table LV. 


The numbers and tonnage of the foreign-flag tankers owned by 


TABLE 1V.—Seagoing tankers of 1,000 gross tons and over under foreign flag and 
owned by affiliates of major oil companies incorporated in the United States, 


on June 30, 1956 


Name of company 


Cities Service 

Gulf Oil Corp 

Socony Mobile Oil Co., 

Standard Oil 
fornia 2 

Standard 
Jersey. 

The Texas Co 


Ine.! 


Company of Cali- 


Oil Company of Nev 


Total 


119 tankers are jointly owned by Socony Mobile Oil Co. and Standard Oil of New Jersey. 


Presently operated 


Under construction 
for foreign flag 


Total operating and 


and construction 


T 


Number | Deadweight) Number |Deadweight} Number | Deadweight 


of ships tons 


155, 6 


601, 933 


57, 938 


4, 


694 
j 


of ships tons 
| 


326, 800 


79, 930 


228, 


, 551, 


5 
229 


i 
of ships | 
eas 
4 | 155, 696 
6 | 928, 733 
| 600, 165 


152 | 
27 | 


tons 


3 
3! 


75 


1, 319, 471 


3, 125, 161 
587, 688 





at 
71 | 2 
| 


2 60 tankers are jointly owned by Standard Oil of California and Texas Co. 


Souree: U. S. Maritime Administr: 


ation. 


16, 2% 
| 


329 | 6,716,914 


The O’Mahoney Senate subcommittee, in studying the oil mess caused by the 
Suez crisis, has unearthed more dodging of United States taxes by the huge 


American oil corporations. 


The Arabian American Oil Co. (Aramco) is owned by Standard Oil of New 
Jersey (30 percent), Standard Oil of California (30 percent), Texas Co. (30 per- 


cent), and Socony Mobil Co., Ine. 


(10 percent). 


These companies, through 


Aramco, hold exclusive rights to the rich oil concession of Saudi Arabia. 
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The committee learned that in 1955, Aramco had total earnings of $724 million. 
Through listing of royalties to Saudi Arabia as “foreign income taxes” and by 
applying the 2714 percent depletion allowance the company paid no United States 
taxes. A United States domestic producer having the same earnings and expenses 
would have paid $99 million in taxes. Thus, in 1955, Aramco realized a 37 per- 
cent net profit and the United States Treasury received nothing. In turn, Stand- 
ard Oil of New Jersey, Standard Oil of California, and Texas Co. each netted 
$81.6 million and Socony Mobil received $27.2 million—all United States tax 
free. 

Some committee members expressed indignation over the manner in which 
these large American oil corporations escape paying United States taxes. How- 
ever, we know that these same companies also dodge United States taxes by 
utilizing flags of convenience for their tankers despite the great protection they 
receive from the United States Navy and the benefits they derive from our 
domestic economy. 

The trend of American companies building their ships in foreign yards for 
foreign-flag operation is clearly shown in table V. 


TABLE V 





Date | Number 7 Deadweight 
of ships | tons 
| 
Goptemmiian 1000. 2a tases sc te eens ses se oh dedtulctcnlb os 32 | 559, 900 
June 1951 ee 68 1, 070, 410 
February 1962. ......... inka Bsamicnrs | 78 | 1, 688, 660 
September ES SL 83 | 1, 959, 064 
March 1955. iG Bb Re Aiden a baeisenn da es 41 781, 797 
June 1966. Pete tee tne elk otesecekesertesastewwacboes eda 252 | 6, 560, 835 


ae . a i aaa ld, 534 | “12, 615, 666 


The above table shows that American interests in the 16-month period March 
1955 to June 1956 have placed orders in foreign yards for 232 ships, aggregating 
6,560,835 dead-weight tons. This is in sharp contrast to the 6 ships, aggregating 
73,000 deadweight tons, delivered by American yards in 1955, and 8 ships of 
169,076 deadweight tons in 1956. It is also a black picture when we observe 
that this tonnage ordered in a brief 16-month period is almost one-half of the 
total tonnage of our entire American-flag merchant marine. 

The Annual Report of the Federal Maritime Board and Maritime Administra- 
tion, 1956, showing the deliveries of new merchant ships during fiscal year ended 
June 30, 1956, has again found us in the No. 10 slot as a shipbuilding nation. 
During that fiscal year our privately owned shipyards delivered only 5 merchant 
ships of 1,000 deadweight tons and over, aggregating only 104,000 deadweight 
tons. This low number of ships and tonnage is only 1.5 percent of the 579 ships, 
aggregating 6,959,000 deadweight tons, delivered throughout the world. More- 
over, it is most shocking to observe that even Japan and Germany have sky- 
rocketed far above us in the building of new merchant tonnage. In the same 
period Japan delivered 79 merchant ships, aggregating 1,359,000 deadweight 
tons, and Germany delivered 140 ships, aggregating 1,159,000 deadweight tons. 
In comparison to the 5 ships delivered by our American yards the United King- 
dom alone delivered 142 merchant ships, aggregating 1,800,000 deadweight tons. 

The present American shipbuilding program is not as bright as the Maritime 
Administration would have us believe. On April 1, 1956, the world shipbuilding 
orders totaled 1,933 ships, aggregating 30 million deadweight tons of merchant 
ships. Maritime’s own releases show that our total orders on hand on June 
80, 1956, consisted of only 30 merchant ships, aggregating 862,966 deadweight tons. 
Moreover, even this ridiculously low figure becomes even more appalling when 
we consider the bargain-basement method of transfer foreign being utilized to 
provide most of our American shipbuilding orders. 

In returning to the question of operating ships under the runaway flags (flags 
of convenience), the reasons for so doing are amply clear. The main reasons 
that American capital utilizes these flags of convenience are to avoid United 
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States taxes, United States inspection standards, and United States standard of 
living wages. 

The most important single factor causing American shipowners to utilize the 
runaway flags is that of taxation. On January 23, 1956, Mr. A. I. Anderson, 
president of the Chamber of Shipping of the United Kingdom, made a speech 
which, in part, is as follows: 

“* * * T think, therefore, that the relatively small amount of tramp tonnage 
built since the war is a danger signal to the country as a whole of how our 
present level of taxation is reducing the incentive to shipowners in general, and 
tramp owners in particular, to expand their fleets. 

“Another indication of how the high level of taxation militates against the 
growth of national shipping is what is termed ‘a flag of convenience.’ Panama, 
Honduras, and Liberia had about 800,000 tons of shipping registered under their 
flags at the end of 1945. Today the figure is over 8 million—a tenfold increase 
in 10 years. These countries have no defense commitments and would rely on 
the armed forces of the NATO powers to keep the seas free for the movement of 
their shipping in the event of another war. In addition, I do not think their 
citizens enjoy the social security of our welfare state. The result is that their 
taxation is far lower than that in the United States or Western Europe. For 
example, ships registered in Liberia pay only a nominal registration fee plus a 
small annual tax of 10 cents per ton on their net tonnage. This means that after 
the shipowner of a 10,000-ton tramp ship has paid £300 a year tax he can use 
any profits he makes in any way he wishes. Thus, these ‘flags of convenience’ 
states are tending increasingly to become what I might term international regis- 
try offices for the fleets owned by a considerable number of European and United 
States shipowners.” 

Another article of importance on the problem of taxation is contained in an 
editorial in the January 23, 1957, issue of the Shipping Worid and World Ship- 
building. In part, it states as follows: 

“* * * The British-flag percentage of the world tanker fleet is declining, while 
the tax-free flags are growing from strength to strength. While Britain’s econ- 
omy depends more and more on imports of oil from overseas, the nation is being 
compelled to rely more and more on foreign tonnage for its vital imports. The 
folly of having relied too much in recent years on the Suez Canal and Middle 
East pipelines has already been only too ably demonstrated. It is to be hoped 
that the new Government is not going to follow the example of its predecessors 
and ignore the writing on the wall. The new Chancellor of the Exchequer, Mr. 
Peter Thorneycroft, must undoubtedly recognize the fact that while United King- 
dom shipowners can only build new ships with half of their profits, the other 
half or more going in taxation, Liberian and other shipowners can use all their 
profits in building new ships. They can afford to build two ships, instead of 
one, from the same gross earnings.” 

Wages paid aboard the runaway ships cannot be measured consistently simply 
because there are no set wage scales for the seamen aboard these ships. They are 
paid in accordance with the deals that the companies can work out with them, and 
the level of wages often depends on the nationality of the crews involved. On 
March 30, 1955, Mr. W. F’. Blackadder, chairman of the North England Shipowners 
Association, stated that the “pseudoshipping countries”—-Panama, Honduras, and 
Liberia—were a real threat to companies flying bona fide maritime flags. He 
said: 

“Many of these ships are by our standards considerably undermanned and 
their officers inadequately qualified, so it is small wonder that the incidence of 
casualties among ships of those flags is so high.” 

A few months ago the U. 8S. N. S. Mission San Francisco, and Elna IT (Liberian 
flag) collided in the Delaware River. A number of lives were lost. It has been 
reported that the Coast Guard hearing revealed that the Hina IJ did not have a 
single licensed officer aboard with a valid license. This, plus the frequent charge 
that runaway ships do not meet safety of life at sea standards, should cause the 
Coast Guard to run pilot checks on some of these ships. A request from this 
committee would initiate this much-needed action. 

In recent years Liberia is the most popular flag of convenience. Even 
Panamanian ships have been transferred to the Liberian flag because of the 
even greater inducements offered to the shipowners operating under the Liberian 
flag. Therefore, recently Panama passed a law which would make registration 
under their flag even more attractive. The major amendment to their law was 
the reduction of the registration tax on mortgages from $2 per $1,000 of the value 
of the mortgage to 10 cents for every registered ton, with a maximum of $500. 
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This jockeying amongst the present runaway flags shows that they will drive 
a hard bargain to induce the shipowners to register under their flags regardless of 
the effect upon working and living conditions of merchant seamen, or upon free 
world security. 

It has often been stated that American shipowners wish to register their ships 
under the runaway flags mainly because of the level of American seamen’s wages. 
As we have stated, this is one of the reasons. However, it is a minor one. 
The real reason is to escape United States taxation. At the present time the 
total wage and salary costs to an American operator are about 30 percent of 
total operating costs. It is estimated that wage costs, excluding salary costs, 
are approximately 22 to 25 percent of total operating costs. The percentage of 
wage costs to operating costs is sharply decreasing as tankers increase in size. 
Large supertankers of even 100,000 deadweight tons have a relatively small 
increase in manning compared to other operating costs and to the sharp increase 
of operating revenues. However, despite the sharp increase in the size of super- 
tankers, there is no trend of operating such tankers in our foreign trade under the 
United States flag. This leads to our original conclusion that the avoidance of 
taxation is the primary reason for operating ships under the flags of convenience. 


IV. GOVERNMENT ENCOURAGEMENT OF TRANSFER FOREIGN 


It is obvious that since 1954 the Maritime Administration has been actually 
encouraging the transfer of American-flag ships to the runaway flags. In 
August of 1954 they had initiated a new liberalized transfer foreign program 
which in 4 months permitted 69 dry-cargo tramp Liberty ships to transfer to 
the runaway flag. This was one-half of the then existing United States-flag 
tramp fleet. 

The transfer of one-half of the American tramp ships in 1954 and the early 
months of 1955 proved to be bargain-basement dealing which was indeed shame- 
ful. The Maritime Administration based their entire tramp-transfer policy on 
the premise that many of these ships were idle and that the transfer of some 
of them would provide employment for the remaining ships under the American 
flag. Therefore, the Administration established the so-called one-for-one policy. 
Under this policy a tramp ship was transferred only upon the promise to commit 
one ship for American-flag operation. This led to the scandalous letters of com- 
mitment which, we understand, were selling for as much as $50,000 and more 
per letter. In other words, if a one-tramp shipowner wished to transfer his 
ship foreign he had to purchase a letter of commitment from another tramp 
shipowner who promised to retain his ship under the American flag. It is im- 
portant to note that after all of this financial byplay, the Maritime Administra- 
tion revised their transfer foreign policy which nullified the letters of commit- 
ment which were required in the 1954 and early 1955 period. These so-called 
committed ships are now being transferred under the tanker transfer-and-build 
program. 

We need not go into details of the adverse effects suffered by our Nation by 
permitting the transfer foreign of one-half of our tramp fleet in 1954 and early 
1955. In the first session of the 84th Congress, the House Merchant Marine 
and Fisheries Committee had held hearings on the administration of the Cargo 
Preference Act. In their report the committee plainly pointed out the game 
that was played by the shipowners in their wholesale transfer of their tramp 
ships to the runaway flags. The findings and conclusions of that report stated 
in part as follows: 

“The committee fully recognizes the fact that these tramp-vessel owners are 
in business to make a profit and that the tactics being employed are designed to 
‘make hay while the sun shines. However, the committee recalls that the 
American-flag tramp fleet is comprised almost entirely of war-built Liberty 
ships purchased under the Merchant Ship Sales Act of 1946. This act was 
designed to foster the development and encourage the maintenance of an effi- 
cient and adequate American merchant marine for the needs of the commerce 
and the security of the United States. The Congress then passed the Cargo 
Preference Act, without which it became apparent that the American tramp fleet 
could not continue to exist. 

“The sales authority under the 1946 act finally terminated on January 15, 1951. 
It is noteworthy that about 27 of the total of 69 vessels transferred to foreign- 
flag registry since August 16, 1954, were purchased from the Government during 
the last few weeks before the cutoff date of January 15, 1951. That was the 
period following the outbreak of war in Korea when there was a good prospect 
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for profitable earnings for some time to come. Now, only 4 years later, the 
owners have transferred one-half the United States tramp fleet to foreign-flag 
registry; and with the vessels that remain under the American flag they are 
playing a cat-and-mouse game with the cargoes offered by the United States 
Government. 

“Tt was said that at the outset of the recent transfer program the tramp-ship 
owners indicated a desire to remain under the American flag but that lack of 
cargoes available to American vessels in competition with foreign vessels left 
no alternative to transfer except scrapping or bankruptcy. Yet despite a 
steadily strengthening charter market in the last months of 1954, the enactment 
of legislation which the tramp operators referred to as their ‘salvation’ and 
the known imminence of large bulk commodity programs under several statutes, 
there is no indication that any operztor withdrew his transfer application in 
the interest of remaining under the American flag. In fact, when asked whether 
any operator had given thought to transferring vessels back to the American 
flag, the president of the Tramp Shipowners Association replied, ‘We got out of 
the fire, and you want to put us back in again.’ 

“Tt is significant, of course, that under existing conditions the value of a Liberty 
dry-cargo vessel rose by at least $100,000 the minute it was permitted to transfer 
to foreign-flag registry. At the same time, each transfer meant the loss of job 
opportunities for some 40 American seamen. Owners of United States-flag vessels 
should bear in mind that many of the provisions of the 1936 and 1946 acts were 
designed to protect American seamen as well as American vessel owners. The 
committee can only conclude from the record of these hearings that the tramp- 
ship operators have not been loyal to the effort that has been and is being made 
to assist them.” 

The House committee report also stated that the Maritime Administrator had 
not used good judgment in permitting transfers of ships after about the first of 
November of 1954. It stated: 

“The result is that we now have an American tramp fleet which is or may soon 
prove to be wholly inadequate even to carry the minimum of 50 percent of Gov- 
ernment cargoes provided for in the law. And the effect on freight rates for 
American-flag vessels of cutting the fleet in halves is all too apparent, as likewise 
is the extensive loss of job opportunities for American seamen resulting from such 
transfers.” 

The House report proved to be 100 percent correct. The tramp ships that 
remained under the American flag were wholly inadequate to carry even the 
50-50 cargoes and the Government was eventually compelled to break out ships 
from the national defense reserve fleets in order to protect itself from the ex- 
orbitant and gouging rates being demanded and charged by the tramp-ship owners 
remaining under the American flag. Also, in order that the tramp-ship owners 
realize the approximate $100,000 per ship profit on the sale of Liberty ships in 
1954 and 1955, the Government was compelled to spend approximately the same 
amount per ship activated from the national defense reserve fleets. Thus, the 
American taxpayer actually paid the profits realized by the tramp-ship owners. 

It is interesting to note that the wise opinion of the House Merchant Marine 
and Fisheries Committee was shared by none other than a brandnew Maritime 
Administrator named Mr. Clarence Morse. In June of 1955, shortly after he 
became Maritime Administrator, Clarence Morse and the other members of 
the Federal Maritime Board held a hearing on the Coastwise Line Co.’s applica- 
tion to bareboat charter a Government-owned Liberty dry-cargo ship. The com- 
pany stated that it could afford to pay only a $10,000 a month charter rate. At 
this point of the hearing the representative of the American Tramp Shipowners 
Association stated that a monthly rate of $15,000 offered by one tramp-ship owner 
was fair and reasonable. Mr. Morse broke in to retort that he, too, would 
like to make an investment on which he would make a 38 percent profit. Chair- 
man Morse also stated, “I am not sympathetic with tramp owners for attempting 
to make too much hay while the sun shines. The Maritime Administration had 
its ears knocked down for bailing out the tramp-ship owners through lenient 
foreign transfer privileges last year.” [Italics ours.] At that time we were en- 
couraged by Mr. Morse’s position because we believed that, unlike his predecessor, 
he would not permit easy transfer foreign and the resulting rate squeeze on the 
Government as well as our private economy. Unfortunately, our feeling of en- 
couragement was short lived. 

Mr. Morse, in explaining his easy policy of transfer foreign, has stated that 
whenever a national emergency does not exist, American shipowners should 
transfer their ships foreign as freely as any private American citizen selling 
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any commodity foreign. This shocking revelation should convince you that 
there is no long-range plan for an American-flag merchant marine in the ad- 
ministrative branch of the Government. This is even more shocking when we 
realize that the same Administration is constantly supporting the granting of 
Government aid in order to bolster an American-flag merchant marine and then 
explains transfer foreign policy in a manner in which the aided ship is no dif- 
ferent from any other American commodity. Also, they are actually saying 
that section 9 of the Merchant Marine Act of 1936 is meaningless. This is a po- 
sition which conflicts with the basic right of the Congress to arrive at con- 
clusions and to enact laws designed to carry out their mandate. Certainly Con- 
gress would not have passed section 9 if they thought it unnecessary and that 
United States-fiag ships should be considered on par with a pair of shoes. 

This type of reasoning can only lead to the eventual destruction of an American- 
flag merchant marine. 

In appearing before the House Merchant Marine and Fisheries Committee the 
Maritime Administration has taken the position that the Government should 
permit privately owned American-flag ships to be transferred foreign in order 
to avoid discrimination against the private shipowners as compared to the Gov- 
ernment’s selling Government-owned ships to nationals of foreign nations. They 
specifically referred to the laws passed which permitted the sale of Government- 
owned small coastwise N-3’s and C1-MAV-1’s to nationals of Brazil, Korea, 
and the Philippines. 

The Maritime Administration fully realized that the restricted sale of spe- 
cific numbers of Government-owned ships to nationals of Korea, the Philippines, 
and Brazil was based upon the need to rehabilitate coastwise and interisland 
trades of these nations. Secondly, we would be only too happy if the Maritime 
Administration would project its reasoning and agree to come before the Con- 
gress with bills covering specific numbers and types of privately owned ships 
which they wish to have transferred foreign. As a matter of fact, they do not 
even accept our argument that hearings should be held before the Federal Mari- 
time Board whenever transfers foreign are being considered. 

It is interesting and important to note that whenever a bill is being con- 
sidered to sell even small coastwise Government-owned ships to foreign na- 
tionals, the American shipowner associations appear before the pertinent con- 
gressional committees in order to protect their interests against competition of 
the ships sold foreign. For example, in March 1954 the Pacific American Steam- 
ship Association appeared before the House Merchant Marine and Fisheries 
Committee when they were holding hearings on the sale of 6 CI-MAV-1’s and 
2 N-3’s to Philippine nationals. As you will recall, this bill was designed to 
rehabilitate the interisland trade of the Philippines. Moreover, the 8 small 
ships considered for sale were already operated by Philippine nationals who 
had chartered these ships from the United States Government. One of the pro- 
visions that PASSA wished to amend was that which for 10 years restricted 
the operation of the 8 small ships to the interisland trade of the Philippines, 
and which restriction could be waived by the Secretary of Commerce. PASSA’s 
recommendation was that the restriction should be in force for 5 years after 
the date of sale, but that the restriction should be unequivocal and not “subject 
to the discretion of the Secretary of Commerce.” The reason they gave is as 
follows: 

“* * * We suggest this compromise proposition for the reason that machinery 
whereby the approval of the Secretary would be granted does not specifically in- 
clude the requirement that the American-flag operators be given an opportunity 
to express their views prior to their approval. Since these American-flag opera- 
tors have invested heavily in merchant vessels under the terms of the Ship Sales 
Act, they should be given an opportunity to give their views on the competitive 
disadvantages which any such decision by the Secretary of Commerce might 
involve.” 

The American Merchant Marine Institute expressed their views on the sales 
of the small ships to Philippine nationals with a very strong reservation. Dis- 
regarding the merits or demerits of their case, their argument was that prior 
to the passage of the bill the Philippine Government should first agree to elimi- 
nate a tax discrimination against American-flag shipping. They stated as 
follows: 

“Inasmuch as Senate Joint Resolution 72 is primarily, if not entirely, an 
attempt to give more favorable financial treatment to the Philippine charterers 
of ships already in their hands and already engaged in the domestic Philippine 
trade, and if the terms of the resolution were amended to require that “any 
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vessel sold under this joint resolution shall, for a period of 10 years from the 
date of sale of the vessel, be operated only in the interisland commerce of the 
Philippines,” the American Merchant Marine Institute would not object to the 
resolution in principle provided that it will be used, as we have been informally 
assured the Brazilian ship sales authority will be used, to bring about removal 
of existing governmental discriminations against American-flag shipping. Un- 
less this financial benefit for the charterers of these ships is to be so utilized as 
to advance the national interests of the United States and of its merchant 
marine through appropriate diplomatic discussions with the Philippine Govern- 
ment to eliminate these discriminations, we would most strenuously object to 
assage of the joint resolution.” , 
. They concluded their statement recommending the amendment of the bill with 
the following language: 

“Such sales shall not be made until— 

“(a) After consultation with the Secretary of State it is determined that the 
sale of such ships to citizens of the Republic of the Philippines would serve the 
interests of the foreign policy of the United States through the elimination of 
discriminations against American-flag shipping in international commerce with 
the Republic of the Philippines, and otherwise; and 

“(b) After consultation with the Secretary of Defense it is determined that 
the sale of such vessels would not adversely affect the defense of the United 
States. 

“Third. Eliminate from line 21 on page 2 the authority of the Secretary of 
Commerce to release any of these vessels from the restriction that for a period of 
10 years they shall be operated only in the interisland commerce of the Philip- 
pines. The Institute feels that this should be a statutory limitation similar to 
that provided for in H. R. 6317, the Brazilian ship sales bill.” 

Mr. George Morgan, president of the Association of American Shipowners, 
submitted a statement to the House Merchant Marine and Fisheries Committee 
which certainly sounds like the AFL-CIO maritime committee speaking out on 
transfers foreign. His statement contained this language as follows: 

“If enacted, Senate Joint Resolution 72 would permit the sale to citizens of the 
Philippines of six war-built Cl-MAV-1 and two N-3 type vessels now under 
charter to such citizens. 

“The bill further would permit such vessels to continue to be operated under 
such charters pending execution of sales agreements and delivery of vessels there- 
under. 

“One fundamental and important principle of the Merchant Ship Sales Act of 
1946 was that war-built ships should remain on sale for a specified period of time 
and that thereafter the Government would cease to be a seller in the market, 
would withdraw its ships from sale, and would place them in reserve for use only 
in an emergency. 

“The Government’s assurance that it would withdraw its huge surplus from 
the market was an important consideration in the minds of American citizens who 
purchased ships under the act. If the Government had remained in the market 
as a seller, its vast supply of ships would have depreciated substantially the 
value of those sold and the invested capital represented thereby. 

“With these thoughts in mind, our association believes it a matter of great 
importance that the Government should not now break faith with those of its 
citizens to whom it sold ships. Those now wishing to buy ships should purchase 
them from private owners in the private market. We are advised that C1I-MAV-1 
vessels owned by American citizens are available and that other suitable vessels 
are available in foreign markets. We think that the interests of the American 
merchant marine, in particular, and of world shipping generally, require that 
Philippine interests solve their shipping problem in this manner. 

“Today the world shipping market is such that available shipping space ex- 
ceeds cargo requirements by a substantial amount. In other words, the world 
shipping market is overtonnaged. Whenever that situation exists, the first group 
to be hurt is the unsubsidized segment of the American merchant marine, with 
costs 4 or 5 times as great as foreign ships. An overtonnaged market drives un- 
subsidized ships into lay-up and today many American ships are idle. Further- 
more, the situation is such that many low-cost foreign ships can find no ¢argo 
and are laid up. Under such circumstances, it seems clear that a reduction 
in world tonnage by retiring from service United States Government-owned and 
chartered vessels would promote the interests of unsubsidized owners. 

“The sale of these ships by our Government would obviously not decrease the 
present oversupply of world tonnage. But if these ships on charter to the 
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Philippines were withdrawn from the market and if privately owned ships were 
used to replace them, the existing surplus would be reduced. Such a reduction 
should benefit private owners. 

“It would seem that sufficient time has passed since the end of World War 
II for the Philippine Government or for Philippine shipowners to acquire by 
construction or by purchase in the private market, the ships that are necessary 
for the interisland trades. Possibly such acquisition has been discouraged by 
our apparent past willingness to continue these charters. But I think the time 
has come to take these ships off the market and if our intention to do so is made 
clear, it would seem that the Philippines within 3 months could make arrange- 
ments in the private market for their replacement.” 

The important point which we are making by quoting the shipowners’ posi- 
tion on the sale of Government-owned ships to foreign nationals is that they, 
too, become extremely concerned about competition of foreign-flag ships when 
the transferred ships are not their own. However, it does not require deep 
thought to conclude that competition of Government-owned or privately owned 
ships resulting from transferring these ships foreign is the same. Therefore, 
we are hopeful that they recognize the long-range dangers of free transfer for- 
eign and, in particular, the so-called effective control concept. 


VY. UNITED STATES SHIPBUILDING BASED ON TRANSFER FOREIGN 


‘We have already briefly touched on the scuttling of the trade-in-and-build pro- 
‘gram for new tankers. Under that program there was realized the building of 
only six tankers. This desirable trade-in-and-build program, which was strongly 
supported by the Department of Defense and the Maritime Administration, met 
an immediate death as soon as the world market prices for T-2 tankers ex- 
ceeded the book value prices which were being paid when traded in to the Gov- 
ernment. The Maritime Administrator at this point should have vigorously 
exerted every possible effort toward having the Government pay the restricted 
world market value for the traded-in tankers. Instead, he embarked upon a 
transfer foreign-and-build program which is costing the taxpayer even more and, 
in the long run, will prove to be one of the costliest shipbuilding programs de- 
veloped by the Maritime Administration. 

As we have stated, some of the Senators on the O’Mahoney committee have 
concluded that the increased price of oil following the Suez crisis will cost 
the American consumer an estimated $1 billion a year. And we repeat that an 
important factor in this price increase was the shortage of tankers due to the 
extended voyages around the Cape of Good Hope. It is obvious that the scare 
publicity given to the tanker shortage situation encouraged the oil companies 
to drastically raise their price because they knew that the American consumer 
would not complain. 

The world shortage of tankers zoomed the prices of tankers sky high. Thus, 
the transfer foreign-and-build program actually is enabling the large oil com- 
panies to realize a windfall profit which enables them to build new tankers for 
very little capital outlay. For example, the Esso Shipping Co., in one deal, agreed 
to build 2 tankers aggregating 75,600 deadweight tons at a total cost of $23.4 
million. For this they have been permitted to transfer foreign five T—2 tankers. 
They had purchased these tankers from the Government some 8 years ago for 
about $114 million each, or a total of $744 million. These ships, depreciated 
at their purchase price, would now be worth a total of approximately $414 
million. On the foreign market, however, they valued up to $4% million each, or 
a total of $22.5 million for the 5 T-2 tankers. This means a profit of $18 million 
for Esso. On top of this deal the Government is paying Esso $540,000 as a na- 
tional defense feature. Thus, Esso can build 2 new supertankers worth a 
total of $23.4 million for a total outlay of new capital of only $4.9 million, or 
$2.5 million each. 

It is not surprising that Esso and the other oil companies are strongly applaud- 
ing the Maritime Administration’s policy of transfer foreign and build. Nor 
is it surprising that they had lost all interest in the trade-in-and-build program. 

In the above paragraph we mention the $540,000 national defense allowance 
the Government is paying for each of the two tankers being built by the Standard 
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Oil Co. of New Jersey. This allowance is important enough to be given separate 
and careful scrutiny by your committee. The Maritime Administration states, 
“The allowance was for excess speed, that is, with respect to 18.3-knot vessels, 
which represented 2 knots in excess of the commercial requirements of 16.3 
knots.” 

In a letter to us, dated April 3, 1957, the Maritime Administration states that 
they have awarded national defense allowances (speed) of $1,050,000 each for 
two new Esso tankers built under the trade-in-and-build program, and $770,000 
per ship for two Esso tankers to be constructed under the transfer foreign-and- 
build program. 

Without judging the merits or demerits of the national defense allowance 
made to Esso, we think that you may wish to raise the following questions: 

1. Specifically how were these allowances calculated and why the sharp 
difference in allowances for the two tankers under the trade-in-and-build 
and the two under the transfer foreign program? 

2. Why were these allowances made to Esso and not to other tanker 
companies? If the other companies are building slower tankers then why 
the special speed requirement for only four tankers? 

3. How was the 16.3-knot requirement for commercial utility arrived at? 

It should be pointed out that some of the American-owned foreign-flag tankers 
have 17- to 17.5-knot speeds. In fact, foreign subsidiaries of the Standard Oil 
Co. of New Jersey and other American oil companies are operating and build- 
ing tankers of 17 and 17.5 knots. For example, the Cities Service four Liberian- 
flag tankers are each of 38,937 deadweight tons with 17.5-knot speeds. The fol- 
lowing Standard Oil Co. of New Jersey foreign-flag tankers are 17-knot ships: 


Name of ships and flag: 
Esso York: United Kingdom. 
Esso France: France. 
Esso Colombia: Panama. 
Esso Munchen: Germany. 


The Standard Vacuum Oil Co., a Panamanian-flag subsidiary of the Standard 
Oil Co. of New Jersey, is building two 17-knot tankers in foreign yards for 
Panamanian-flag operation. We believe that you may wish to ascertain the 
speeds of all of the 44 tankers being built by Esso foreign-flag subsidiaries as of 
June 30, 1956. This may help to determine whether the maximum commercial 
utility speed is 16.3 knots which is allowed for Government payment of millions 
of dollars to Esso. 

On April 1, 1957, there were 87 tankers under construction or on order in our 


private United States shipyards. By speeds the numbers of tankers were as 
follows: 





Number 

Speed knots: tankers 
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I ict AGI arlene dia ak deh epee evita ee Be ee ee eee 45 
ta, Bites Ok Sek ba baie hsb shepelicene tented Spt ec cndaen eco anaee sean, 11 
a ca Witenes catch achindi can\Iaseali ip nian deem ath Sop cg aac cacepnalin ade eons deer ae oe 2 
BA ctethbunnn inka <enes nasa bases tsihiati ch alt iparialahiph oid in OM thes enna 7 
ea sg hace eae bce aides nw nifibiteisia<xesaeuses teem tnak SURED 1 
EE cate cisnsktn beh tenten-ens bbe anki aasaee ics inl te cashed ee 87 


The above table shows that the average tanker building in United States private 
yards is 17 knots. It is our understanding that only the Esso ships have been 
awarded Government money for the so-called “national defense speed allowance 
in excess of 16.3-knot commercial utility.” 

The Maritime Administration justifies the transfer out of good, usable T—2 
tankers and dry-cargo ships with the argument that they are providing new 
construction work for American shipyards and they are also replacing ships which 
are becoming obsolete. These arguments on the face appear to be reasonable. 
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However, we checked into it carefully. The present shipbuilding program is not 
all that it is cracked up to be. Table VI shows the recap of the shipbuilding under 
contract in private American shipyards as of March 1, 1957: 


TaBLe VI.—United States private construction under contract for merchant ships 
of 1,000 gross tons and over, as of Mar. 1, 1957 


TANKERS FOR FOREIGN-FLAG ACCOUNTS 
Number Deadweight tons 


a ee 1, 442, 900 
Meares Shas ent tahory y oii: eri Bel Uh ter élt oe ck aac 1, 859, 700 


a Ak el pn oe 75, 600 











Boe ees 20 erence iio? tout al ebesgs tem yl ot 248, 900 

Peer Aer Mee eee in Co a i Joes "8, 258, 100 
PASSENGER-CARGO 

TE cath eptnmenetahin eee eee 36, 216 

Grand total, tanker and passenger-cargo, 92.._._._..-_-_______ 8, 294, 358 


It should be noted that private American shipyards had orders to build 92 
merchant ships, aggregating 3,294,358 deadweight tons. Of these 92 ships, 88 are 
tankers, aggregating 3,258,100 deadweight tons, and 4 are passenger-cargo 
ships, aggregating 36,216 deadweight tons. Of the 88 tankers on order, 31, ag- 
gregating 1,442,900 deadweight tons are for foreign-flag accounts. This indi- 
cates the spillover of tanker orders which are backlogged for as long as 7 years 
in foreign shipyards. Therefore, these orders were placed in American yards 
for prompt delivery. 

Of the 88 tankers only 2, aggregating 75,600 tons are being built under the 
trade-in-and-build program. 

There are 48 tankers, aggregating 1,859,700 deadweight tons being built under 
the transfer-out-and-build program. 

It is obvious to us that the Maritime Administration is taking credit for pro- 
viding work for the shipyards which they could not have kept out if they had 
tried. Moreover, this would have happened with tankers if there was not a 
single tanker transferred from the American flag. The tank ship operators would 
be only too glad to be able to build new tankers for American-flag-protected 
coastwise operation and for foreign-flag operation, because they know that they 
cannot get deliveries from foreign yards and that shipbuilding costs will con- 
tinue to rise. As a matter of fact, the present steel shortage does not permit the 
expansion of shipbuilding even to the point where we could realize the stated 
goal of 60 ship deliveries a year, with the resulting employment goal of 36,000 
shipyard workers. On February 6 the Maritime Administrator has said that 
there is a steel shortage of 40 percent and that the employment on new con- 
struction in purely commercial private shipyards at the present time is only 
approximately 12,500. We believe that this committee would render our Na- 
tion a great service if you would strive to convince our Government that a steel 
priority should be granted to our private shipyards in order to achieve the goal 
of 60 ships a year, which is designated as the minimum security requirement 
for our national defense. 

The Maritime Administration has issued releases stating that the tanker trans- 
fer-out-and-build program is having no adverse effect upon the replacement of 
passenger and dry-cargo ships. It is our firm opinion that this is completely 
untrue. Due to the steel shortage, there have been delays in the building of the 
4 new passenger-cargo ships which are being constructed under the provisions of 
the Merchant Marine Act of 1936. Also, it stands to reason that with the present 
“program” any building of passenger and dry-cargo ships will be in direct com- 
petition for steel and shipways, which makes it virtually impossible to undertake 
such a program. 
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This state of affairs has been highlighted by the fact that the original budget 
request for ship construction for fiscal year 1958 had been cut from $120 million 
to $94.5 million by the request of President Eisenhower. The House of Repre- 
sentatives further cut the appropriation down to $3 million. The reason for 
these cuts is that the Congress of the United States has been appropriating money 
for the replacement of passenger-cargo and dry-cargo ships which are not being 
built. The fault seems to lie with the Administration’s concentration on having 
tankers built for United States and foreign accounts. This can be most serious 
and expensive to our maritime industry and to the American public. 

It can be costly to the maritime industry because Congress may be willing to 
appropriate approximately $120 million a year, spread over many years, where 
they may refuse to appropriate twice that annual amount over a concentrated 
number of years. 

It can be costly to our Government because the longer we delay in replacing the 
subsidized fleets, the more it will cost in construction subsidy because of the rising 
shipbuilding costs. Also, in this period of extremely high activity in foreign 
shipyards, the shipbuilding costs in foreign yards have risen sharply to the 
point of somewhat closing the gap between foreign and American shipbuilding 
eosts. At this time this would mean less money to be appropriated by our Gov- 
ernment for construction subsidy to subsidized ships. After the mad shipbuilding 
rush subsides in foreign yards and the backlog is eliminated, the foreign yards, 
in sharp competition with each other, will sharply decrease their costs. Then 
the spread between American and foreign costs will greatly widen. At that time 
our Government will be compelled to pay a much higher percentage of construc- 
tion-differential subsidy to the American shipyards. This aspect of the entire 
shipbuilding situation must be carefully investigated in order to ascertain the 
dollar meaning of the present shipbuilding program versus a long-range pro- 
gram designed to benefit our Nation, rather than any particular segment of the 
maritime industry. 

Recently, in testifying before the House Merchant Marine and Fisheries Com- 
mittee, the Maritime Administration submitted tables entitled “Comparative 
Employment Trade-Out-And-Build Program, July 1, 1955-March 15, 1957.” These 
tables are so ridiculous that it does not even warrant analysis and reply. Anyone 
who would claim that a transfer foreign program is resulting in building ships 
with a 20-year life which are replacing ships having a T7- or 8-year life and then 
project this into man-years of seagoing employment is, in our firm opinion, dealing 
less than fairly with statistical byplay. Our only comment is that the transfer- 
out-and-build program will adversely affect seagoing employment, and also ship- 
yard employment. With the development of the “effective control” concept the 
entire American merchant marine is in danger, and, without an American mer- 
chant marine, there cannot be an American shipbuilding industry in normal times. 

The Maritime Administration had recently released tables showing the number 
of ships and the dollar values of these ships delivered or contracted for in private 
United States shipyards during the period January 1, 1950, to March 1, 1957. <A 
recapitulation is contained in table VII. 


TasLe VII.—Dollar value of merchant ship construction of 1,000 gross tons and 
over in United States private yards, 1950-56, delivered or contracted for 


Delivery year Number Valne Delivery year Number Value 
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162, 650 


Source: Office of Ship Construction and Repair, Maritime Administration, Mar. 25, 1957. 

The above table tells an amazing story which is directly contradictory to the 
Maritime Administration’s claim that the shipbuilding industry of our Nation 
never had it so good. For the period 1950-57 the number and the dollar value 
of ships, by delivery year, reached a peak in 1954, when there were 26 ships 
delivered or contracted for, valued at $276,500,000. It should be noted that the 
good shipbuilding years of 1952, 1953, and 1954 were heavy with the desirable 
Mariner building program. This program, although criticized by some in the 
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past, has resulted not only in providing solid work for our private shipyards but, 
also provided new modern cargo ships which are presently sailing the high seas. 
Thus, it is no secret that if the Maritime Administration desires, they could plan 
and carry out a constructive shipbuilding program instead of relying upon one 
which is short-range in benefit and long-range in detriment. 


Vi. THREAT TO MARITIME NATIONS 


It has been and is our strong opinion that, unless positive action is taken by 
our Government and other governments, it is only a matter of time before the 
merchant fleets of all major maritime powers are scuttled. This threat is real 
and should not be minimized. Nor should we be naive to the point of believing 
that the operation of ships under these flags will result in decreased shipping 
rates which reflect their low cost of operation. It has been proved that, unless 
we and other maritime nations maintain our own merchant fleets, in time we 
are subjected to rate gouging that offsets any temporary saving. Moreover, it 
places our Nation at the mercy of foreign shipowners, many of whom have no 
loyalty to any country or any ideology. This threat has been recognized by all 
bona fide maritime nations as well as the shipowners and merchant seamen 
of those nations. 

It is unusual to read an account covering a meeting of foreign shipowners or 
unions without reading about a discussion on the threat of the runaway flags 
to the merchant marines of their respective nations. As a matter of fact, the 
International Transport Workers Federation which speaks for the seamen and 
other transportation workers of the free world has passed strongly worded 
resolutions condemning the trend of transferring to and building new ships for 
the runaway flags of Liberia, Panama, and Honduras, 

In the United States the maritime unions are not alone in voicing concern 
over the transfer foreign of our ships and the maintenance of a strong United 
States merchant marine. In the February 1957 issue of the American Legion’s 
Merchant Marine Bulletin, there is an editorial by Mr. Henry C. Parke. This 


editorial strongly supports an adequate American-flag merchant marine. It is 
as follows: 


“OUR POLICY STANDS UP 


(By Henry C. Parke, chairman, National Merchant Marine Committee, the 
American Legion) 


“Nothing could have vindicated more emphatically the merchant marine policies 
which the American Legion, through its merchant marine committee, has al- 
ways supported than the recent events in the Middle East and their repercus- 
sions on the shipping of this country and the world. The protracted closing of 
the Suez Canal, one of the chief arteries of that shipping, altered overnight many 
of the patterns of trade, upset the balance between supply and demand of 
merchant tonnage, and above all showed how indispensable an adequate merchant 
fleet is to this country’s commerce and defense. 

“Take the last point first. The allied action against Egypt created an instant 
emergency for American nationals in the zone of fighting. Mass evacuation was 
necessary. Foreign shipping, even if it were desirable to use it under such cir- 
eumstances, was probably not available. It would take time for American naval 
eraft to reach the scene, and when they did their passenger accommodation 
would be both limited and uncomfortable. Fortunately—and thanks to the na- 
tional policy embodied in the Merchant Marine Act—there was in the immediate 
area an American-flag passenger liner the Bxvochorda, which reached Alexandria 
ahead of the Navy and was of vital assistance in the evacuation. 

“More broadly, the aftermath of the Suez crisis has shown that we do not 
have enough ships of our own—either dry cargo or tanker—to cope with a major 
commercial dislocation of this sort, and very probably would not have enough 
to meet immediate defense needs should we be drawn into the military phase 
of any comparable crisis anywhere in the world. It has shown us, too, that the 
often repeated fable of the ready availability of foreign-flag tonnage to supply 
our own deficiencies is a fable and nothing more. It is understood that Britain, 
for example, even had to postpone her own operations for lack of readily avail- 
able British-flag shipping. There would certainly have been none available to 
meet our needs, had a real military need developed. 

“We know now, with greater certainty than ever before, that the course of 
prudence is the course plotted in our merchant marine resolution. In the light 








SHIP TRANSFERS TO FOREIGN FLAG 207 


of what has happened and is still happening, we must press even more strongly 
for the realization of its objectives.” 

We are happy to note in this editorial Mr. Parke makes it amply clear that 
when he uses the term “American merchant marine” he means American-flag 
merchant marine. 

The American shipowners and their associations strongly argue for an Ameri- 
can-flag merchant marine adequate to serve as the fourth arm of defense in 
war and to develop our foreign commerce in peace. An outstanding example of 
their position is contained in a brochure entitled “The Fourth Arm of Defense” 
which was released by the National Federation of American Shipping in 1951. 
At that time the federation represented most of the shipping companies under 
the American flag. The introduction of their booklet was as follows: 


UNITED STATES SHIPPING’S GOAL 


“We of the industry envision a privately owned and operated merchant fleet 
of modern combination and cargo vessels under the United States flag, manned 
by American officers and seamen, transporting all of our domestic coastwise, in- 
tercoastal, and territorial commerce, and at least one-half of our imports and 
exports, backed by a fleet of modern passenger vessels providing transportation 
and communication between the United States and important areas.’ 

The text of the brochure contained arguments showing that our Nation must 
rely on United States-flag merchant ships and not on foreign ships during war 
as well as peace. We will not burden you by repeating their arguments you 
have heard when they appeared before you in support of 50-50 and other pro- 
American merchant marine bills and legislation. No one has heard them say 
that pro-American merchant marine legislation is unnecessary because the run- 
away fleets are under the “effective control” of the United States and should 
be considered as part of our merchant marine. 

Recently we had been encouraged by newspaper stories which stated that the 
Gulf Oil Corp. did not intend transferring T-2 tankers, which were approved 
for transfer foreign. The newspapers quoted Mr. Carl F. Vander Clute, general 
manager of the marine department of the Gulf Oil Co., as saying that even 
though the company had received permission to transfer ships foreign, they 
would not do so because they could “use all the tankers it has under the United 
States flag.’ Our optimism was shattered when Mr. Vander Clute advised the 
Senate Interstate and Foreign Commerce Committee that the company was not 
transferring the T—2’s immediately because they needed the ships for their coast- 
wise operations. He stated that the company would transfer the ships foreign 
in the future. 

It has often been argued that our position against transfer foreign of Amer- 
ican-flag tonnage is a negative one which can only end with the scrapping of 
the ships after they are fully depreciated. To this we have always stated that 
in the long run the American shipowners, as shipowners of any other bona fide 
maritime nation, actually would be better off to use their ships until they are 
scrapped. Our position is not unique. This has been stated in shipping circles 
the world over for quite some time. One of the best explanations of this posi- 
tion appeared in the March 30, 1949, issue of the Shipping World, which is the 
foremost British shipping magazine. The article entitled “The Replacement 
Program—Sell Abroad or Scrap and Build?’ states in part as follows: 

“Shipbrokers who worked on the markets in the doldrums of the 1930's will 
remember the difficult task of finding a freight which a vessel could carry with- 
out loss. The exception was the new, economy type of ship with which the owner 
was able to trade at 2 moderate profit. The new ships of the period of depres- 
sion were built at small expense, which added to the advantage which their 
modern design gave them through low running costs. Those owners, therefore, 
who, through thick and thin, persevered in their policy of replacement, were 
able to make headway against the adverse conditions then prevailing, and to 
emerge from them with an efficient fleet. 


“SALE OF OLD VESSELS 


“The British policy of replacement had one characteristic which, the opinion 
is held in many quarters, added to the owners’ difficulties in times when tonnage 
was in excess of demand. They sold their old vessels, mostly to foreign buyers, 
in order to raise some of the capital required for their new purchases. One well- 
known London firm of shipowners was an exception and maintained by precept 
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and example that British shipping was ill served by allowing its older shipping 
to crowd the trade routes under competing colors. They sold their old ships for 
scrap prices which involved a total sacrifice of many thousands in comparison 
with what they could have obtained from foreign buyers. In the years before 
the war some foreign vessels, notably those under the Greek flag, could be oper- 
ated at a lower running cost than the British. This advantage, added to that 
of low capital charges on vessels bought cheaply, was enough to compensate for 
the comparative inefficiency of the ships which changed ownership and flag, caus- 
ing a fall in the percentage of shipping of British nationality. 


“TOO MANY SHIPS 


“The arrival of new ships upon the seas, unaccompanied by a corresponding 
departure of old ones, helped to produce an excess of tonnage which depressed 
the market so much that new building eventually came to a standstill. Urgent 
steps had to be taken to resume the creation of a modern merchant fleet and 
reawaken the silent shipyards. The scrap-and-build scheme was put into opera- 
tion—two obsolete ships scrapped for every new one ordered with the encourage- 
ment of a Government loan on easy terms. The plan worked well and a worth- 
while number of good new ships was the result. A crisis of overpopulation would 
arise in the world if 10 years were added to the span of life, and in fact, some- 
thing of the kind has already taken place in many countries as a result of im- 
proved conditions. That human problem cannot be solved by the brutal meth- 
ods of wildlife, but the case of ships is different. Old vessels should give place to 
new, except when every vessel which can be pressed into service is required for 
an emergency, as in the last 10 years. The occasional sale of old vessels may 
well be to the general good if it is to enable buyers of ability with only limited 
capital to make a beginning—some of our best shipowners started in that way— 
but the disposal of obsolete ships involving a transfer of flag has been found to 
react in the detriment of British seamen, shipowners, and shipbuilders. When 
the necessary adjustment of building prices is reached, enabling ships to be 
ordered with reasonable prospects of an unsubsidized and productive career, en- 
couragement to scrap and build may well be a policy worthy of consideration by 
the Government.” 

We wholeheartedly agree that if worse comes to worse in the shipping industry 
it would be better to scrap our ships than to transfer them to the runaway flags, 
in order to at least preserve a segment of our industry. We are certain that we 
are not exaggerating when we state that if we continue a policy of permitting 
our ships to transfer to the runaway flags, those fiags will be the only merchant 
marines in the future. 

The above article has even more meaning when we consider the present transfer 
foreign program under which the ships being transferred still have a utility of 
7 or more years. In the particular case of the T-2 tankers the oil companies 
certainly cannot complain about the value they received for the money they paid 
to the Government in purchasing these tankers, whose average domestic war 
cost in 1944 was $3,010,703. They were purchased by the companies for the 
average price of approximately $1,500,000 and were used in the protected domestic 
trades reserved for American-flag ships by law. Therefore, we believe that the 
purchasing companies had received more than a bargain even if they scrapped the 
ships at the end of their 20-year life. 


VII. SIZE AND COMPOSITION OF UNITED STATES MERCHANT MARINE 


Until the so-called effective control concept is wiped out of the thinking of 
the agencies responsible for the administration of laws designed to achieve an 
adequate American-flag merchant marine, our merchant marine will sink under 
the weight of the runaway flag fleets. Up to now, the growth of these fieets has 
been nurtured largely by tankers and dry-cargo tramp ships. However, it is 
only a matter of time before these runaway flag operations are extended into our 
berth-line services. This we believe is inevitable. Therefore, until such time 
that the “effective control” concept is replaced by the mandates contained in our 
merchant marine laws, little purpose can be served by discussing the desirable 
size and composition of our merchant marine in specific numbers. 

We believe that unless and until the preamble of the Merchant Marine Act of 
1936 is taken seriously our merchant marine has no chance to survive. The key 
to this entire problem is contained in defining conclusively the terminology United 
States “merchant marine” and “substantial portion,” which in the 1936 act pre- 
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amble refers to that portion of our foreign waterborne trade which is to be carried 
by the American-flag merchant marine. 

The Maritime Administration continues to paint a glowing picture of the future 
of the American-flag merchant marine. We would agree with their cheerful 
projection if they would administer the laws in accordance with the intent con- 
tained therein. Tables VIII and IX conclusively show that our American-flag 
merchant marine is not holding its own in world position, 


TasLe VIII.—Long tons of total United States waterborne foreign trade, 
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1 Source: Statistical Abstract of the United States, 1956, U. S. Department of Commerce, p. 583. Ex- 
cludes Army and Navy cargoes. : 
2 Estimation based on Ist 11 months of 1956. Source: Bureau of Census, Shipping Division. 


Taste IX.—Number of ships, manpower of active United States merchant 
marine, and percentage United States foreign trade carried in United States 
ships 
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1 Source: Maritime Administration, monthly data sheets. Ships of 1,000 gross tons and over. 
2 Estimated. 


Table VIII shows that in 1955 our foreign waterborne commerce sharply in- 
creased by 28 percent over 1954. It also shows that in 1956 our foreign water- 
borne commerce increased another 19 percent over 1955. However, in 1954 our 
ships carried 27.5 percent of our total export-import waterborne commerce as 
compared to 23.5 percent in 1955 and an estimated 22.2 percent in 1956. This 
is most disheartening because the handwriting on the wall is clear. We are 
being written off from the carriage of our own foreign trade. 

Table LX shows that from 1952 to 1956 the number of American-flag ships and 
jobs aboard these ships consistently declined. This is even true during 1955 
when our foreign waterborne commerce increased by 28 percent. Also, the 
downward trend in our merchant marine continued in 1956 when our foreign 
waterborne trade was increased by 19 percent over 1955 and 56 percent over 1954. 

Table IX shows that on January 1, 1957, our merchant marine consisted of 
1,099 ships manned by 58,184 seamen as compared to the 1,072 ships manned 
by 56,329 seamen on January 1, 1956. This shows a gain of 27 ships and 1,755 
jobs. We wish that we could interpret these figures as a change of pace show- 
ing our merchant marine on the upturn. However, we regret that we cannot. 
The slight increase in ships and jobs in our merchant marine in 1957 has been 
caused by the breakout of Government-owned ships needed to service our for- 
eign trade. The Suez crisis resulted in the shortage of ships throughout the 
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world, and the Government reserve fleet ships are used to overcome this short- 
age. Our observation is confirmed by the fact that on January 1, 1956, our 
active merchant marine consisted of 1,047 privately owned ships and only 25 
Government ships as compared to January 1, 1957, when our privately owned 
merchant marine decreased to 1,039 ships, and the Government-owned ships 
increased to 60. Thus, it is obvious that as soon as the Canal is opened, the 
foreign-flag ships will again drive the Government-owned ships back into the 
reserve fleets and our active merchant marine will automatically decrease in 
size. 

Today our American-flag merchant marine is carrying only slightly over 20 
percent of our total export and import waterborne trade. This is a far cry 
from the 50 percent which is used when speaking of the definition of “substan- 
tial portion” contained in the preamble of the Merchant Marine Act of 193U. 
Therefore, the size and composition of our merchant fleet is far from the goal 
established by Congress. Furthermore, the trend is such that we will sink even 
deeper and, with the continued application of the “effective control” concept, we 
could be sunk completely. 

Prior to the “effective control” concept our Government agencies could and 
did claim that our merchant marine was deficient qualitatively and quantitatively. 
However, if this concept is taken seriously, the implication is that our merchant 
marine is adequate as long as our foreign waterborne commerce moves. Thus, 
it becomes clear that someone is confused. 

Discarding the “effective control’ concept, we state that our merchant marine 
is deficient qualitatively and quantitatively as long as we are not carrying at 
least 50 percent of our foreign waterborne trade, as long as our coastwise fleets 
are not revitalized, and as long as our American-flag ships are not sufficient to 
serve us and the free world in the initial phase of a mobilization base. 

We are hopeful that you will not close your hearings on this problem until 
the Government agencies agree to live up to the letter and spirit of the law and 
to submit to you their judged requirements of a merchant marine under the 
American flag. In other words, you must ascertain what they believe to be 
an adequate American-flag merchant marine, regardless of their impression of 
the availability of the ships under the flags of convenience. Their estimates 
must then be judged by you in terms of past experiences and future expectations. 

In your attempt to have the Marad-Navy group or any other group spell out the 
specific needs of an American flag merchant marine, you should stress the very 
sharp deficiency of American-flag ore carriers and tankers in our foreign trade. 
This is most important because oil and steel are still the basic ingredients required 
in a pulsating economy and in the event of a national emergency. 

Specifically speaking of ore carriers, our Nation should be greatly disturbed by 
the trend which shows that the large American steel companies are following the 
example set by the large oil companies and are utilizing foreign-flag ore carriers. 
Also, it is most distressing to note that these large corporations are constructing 
all of their new ore carrier tonnage in foreign yards for foreign-flag operation. 
This is an extremely serious problem because our Nation has become a “have not” 
Nation as far as iron ore, tungsten, and manganese are concerned. Our depend- 
ence on the import of iron ore is caused by (1) the depletion of iron ore in 
America; (2) the sharp decrease in iron content in the remaining American iron 
ore; and (3) the discovery and development of high content ore in such countries 
as Brazil, Venezuela, Labrador, and Peru. For example, the iron content of the 
taconite ore mined in the United States is only 30 percent as compared with the 
foreign ore content of over 50 percent. Thus, with the depletion of our iron ore 
both in quantity and quality and the opening of rich foreign ore fields, our Nation 
will become more and more dependent upon the foreign mines and also the ocean 
transportation of these ores. 

In 1954 we imported a total of 25,824,000 long tons of metallic ores. More than 
half of this tonnage was iron ore which totaled 13,801,000 long tons. Sixty-nine 
percent of the ore imported into the United States during 1954 was carried in 
foreign-flag bottoms. Only 31 percent was carried in American-flag ships. More- 
over, excluding the 4,748,000 long tons of ore carried in American bottoms and 
discharged in Baltimore (a dominant Bethlehem Steel Co. operation), American- 
flag ships carried only 2,619,000 long tons of iron ore. Thus, our ships carried only 
slightly over 12 percent of our total ore imports other than those discharged in 
Baltimore. 

The ore problem will become more acute with the passage of time. Experts 
have conservatively estimated that within a decade our Nation will import 50 
million tons of iron ore annually. This, with the increase of importation of other 
metallic ores such as chrome, tungsten, and manganese, should convince us that 
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we must prepare for the future by building adequate ore carriers in private 
American shipyards and operating them under the American flag. 

As of June 1, 1955, there were only 12 ore carriers, aggregating 278,126 dead- 
weight tons registered under the American flag. Nine of these carriers were 
owned by the Bethlehem Steel Co. and 3 by the American-Hawaiian Steamship Co. 

On the other hand, foreign flag subsidiaries of American companies on June 30, 
1955, were operating 20 ore carriers, aggregating 384,236 deadweight tons. Of 
these 20 ore carriers, 17 were by foreign subsidiaries of the Aluminum Company 
of America, Inc.; Bethlehem Steel Co.; Republic Steel Corp.; Reynolds Metals 
Co.; and United States Gypsum Co. To these large American companies the 
shipping costs of metallic ores are incidental to their major operations. 

The prize example of the shortsightedness of a wealthy American corporation 
is that of the United States Steel Co. In 1954, this company had 2,122,000 long 
tons of iron ore discharged at their Morrisville, Pa., plant. This plant is often 
referred to as the greatest steel mill in the world. Of this 2,122,000 long tons 
of iron ore, only 40,000 tons or 1.9 percent were carried in American ships. 
The remaining 98.1 percent of the iron ore was carried in foreign bottoms. 

We are hopeful that your committee will look into the deficiency of American 
flag ore carriers and oil tankers in order that our Nation not be exposed to the 
dangers of being caught short of the ships needed for our national defense. 


VIII. UNITED STATES NATIONAL DEFENSE RESERVE FLEET 


In table X is a compilation of the Government-owned ships in our national 
defense reserve flects as of February 28, 1956. 


Table X.—Number of vessels in Maritime Administration reserve fleet sites by 


design 
Design 
Built prior to Sept. 3, 1939: Feb. 28, 1956 
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Cr en al ee oe Se ee eee 19 
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Cr) Re IO | CNP oo dh cas eerie tenapnnspnizica ts sberppdlnmegrei cng aiiasig Ea 2 
EC2-S-C1—Liberty_____________ ining genes derpctabeaieiiaiige tae Dien ee a eee 1, 418 
Z—-EC2-S-—C2 and C5—L iberty irenanragie inh ewiaxenpeteh pris ecient ade aes te te ee 30 
2-H 1~S8-OS—Liberty tanke@? qo. nnn a ccicisieicemsinnnicioeinwe bude 2 
T1—M-A1 and A2—coastal tanker_.___._..-_-- -- 5k 9 
VC2-S-—AP2 and AP4—Victory- (asta detec eh Shee Ae te 98 
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VC2-A-AP5—Victory___- nou aaehinenpmemsn chs enue MibppaaBisiete eae Se 60 
CHAMORRO = oe ee een dec catia ig Lady an tsistspd charade dere 12 
C1-—B—cargo__-_ svion an ee. Spun wntgeigeps-ip cil peach ah oaaclias ekedati ies oie ae 38 
C1-—M-A V1—cargo ted es nnsipshad nestle igi iacls dilate lat aah caeite 58 


Ri- M- AV3—refrigerated 5 
a-Si C80 nn nnn nn ee nemnrennn me une sas 1 
C2—cargo ; 3 ihc mbba be ietiink Weeieaibte ss . saeme biel te 6 
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C4—S-—B5, B land 32—cargo 





GR Be he ne a gh oe eesti 19 
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C1-S -AYi—transport- iy nya eshceli lain iclincha Stisos~ inc doonia ie tenitintoy tte ceaaetmaeieii ts 9 

ee’ Ree RRR EAS Le RS MA Ria et aces 1, 952 


At a glance it is immediately evident that of the 1,952 ships in our reserve fleets 
only 269 are good cargo ships and 51 are transports. The remaining 1,632 ships 
are obsolete with no long-range utility value. 1,448 ships in our national defense 
reserve fleet are Liberty ships which were actually obsolete on the drawing 
boards. In the post-World War II period these workhorses served the purpose 
of filling in the gap of worldwide ship shortages. However, as they became even 
more outmoded there is little sense in keeping all of them afloat. For years we 
have been emphasizing the need to scrap many of these ships and to embark upon 
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a shipbuilding program to modernize our merchant marine. At this point we 
stress that it would be a grave mistake to ever permit these ships to be with- 
drawn from the reserve fleets and sold to American or foreign shipowners. If 
this were done it would become the old story of cheap capital driving out high 
capital. No one could afford to invest money in new ships in competition with 
extremely low-cost old ships. 

We believe that the Maritime Administration and the Department of Defense 
should be told to draw up a program designed to scrap the oldest and less useful 
of the reserve fleet ships, and to begin encouraging private shipowners to con- 
— and operate their own ships instead of depending upon the Government 
ships. 

Ix. CONCLUSION 


We have been heartened by the alert and forward-looking approach you have 
taken in these hearings. We are certain that you will take firm and positive 
steps to correct the misunderstanding and confusion existing around the admin- 
istration of our merchant marine laws. By so doing you will bring our maritime 
policy on the course set by the laws you have enacted. This would result in the 
elimination of the so-called effective control concept which is the single great- 
est threat ever to confront our merchant marine and private shipbuilding indus- 
try. Also American ships would be flying the American flag instead of the flags 
of convenience. 

Your firm handling of these basic matters will result in a more wholesome 
approach to the issues and problems confronting our American-flag merchant 

marine and our private shipyards. Our Nation and the free world will better 
be able to oppose and eventually overcome the Communist threat poised to destroy 
freedom. 

Again we thank you and commend you for holding these necessary hearings. 


The Crarrman. That will conclude the hearings. The record will 
stay open for any further statements on this matter. The chairman 
announces that we will have this all together now, the testimony on 
foreign-flag transfers, the sale fore:gn, the whole problem of maritime 
administration policies, all of these questions pertaining to our Ameri- 
can merchant marine, and hope we might be able to come up with 
some concrete suggestions so that we can keep it within the intent of 
the 1936 act. 

Mr. Happocx. Thank you, Mr. Chairman. 

(The material submitted to the subcommittee in connection with the 
consideration of the bill is as follows:) 

(Following are Government reports received on S. 1488 :) 


THE SECRETARY OF COMMERCE, 
Washington, April 11, 1957. 
Hon. WARREN G. MAGNUSON, F 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. CO. 


Dear Mr. CHARMAN: This is in reply to your request of March 6, 1957, for 
the views of this Department with respect to S. 1488, a bill to provide for the 
national defense, protect the foreign and interstate commerce, and to safeguard 
the interests, convenience, and necessity of the people of the United States and 
promote the United States merchant marine. 

The bill would amend section 9 of the Shipping Act, 1916, and sections 501 (a) 
and 804 of the Merchant Marine Act, 1936. 

Secticn 9 of the Shipping Act, 1916, prohibits (except as provided in section 611 
of the Merchant Marine Act, 1936), selling, mortgaging, leasing, chartering, 
delivering, and agreeing to sell, mortgage, lease, charter or deliver, to any person 
not a citizen of the United States, or placing under foreign registry, any vessel 
owned in whole or in part by a citizen of the United States and documented 
under the laws of the United States, without the approval of the Secretary of 
Commerce. 

The bill would amend this section to leave uncontrolled the leasing or charter- 
ing, and agreeing to lease or charter, any such vessel to a noncitizen of the 
United States for periods of 1 year or less; to prohibit leasing or chartering, and 
agreeing to lease or charter, any such vessel to a noncitizen for periods of more 
than 1 year without the approval of the Maritime Administrator; and to 
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prohibit selling or mortgaging, and agreeing to sell or mortgage, any such vessel 
to a noncitizen, or transferring any such vessel to foreign registry, without the 
weerana approval of the Federal Maritime Board which shall be granted 
only if— 

(1) The Secretary of Defense certifies the vessel would be of no value to the 
defense of the United States or to a possible enemy of the United States; 

(2) The Secretary of Commerce certifies the vessel would be of no value to 
the foreign or domestic commerce of the United States; 

(3) The Secretary of State certifies that such sale or transfer of registry 
would be in furtherance of the foreign policy of the United States; and 

(4) The Federal Maritime Board, after public hearing, determines (A) that 
to retain the vessel under United States registry and United States citizen owner- 
ship would not be in the interest, convenience, and necessity of the people of 
the United States and would not be necessary to the maintenance and promotion 
of an adequate United States merchant marine, and (B) that, if the vessel is sold 
or its registry transferred, it will not be operated in competition with any United 
States-flag vessel, or put in any service so as to release another foreign-flag vessel 
for competition with any United States-flag vessel, or operated under the registry 
of any nation that does not maintain the highest international standards then 
prevailing with respect to the enforcement of maritime safety laws including 
manning scales and crew accommodations. 

Since it would be practically impossible during the useful life of a vessel to 
fulfill all of these conditions for the foreign transfer of registry and ownership, 
the effect of the amendment would be to prevent all foreign transfers of registry 
and ownership except possibly of hulls suitable only for scrapping. This would 
discourage United States documentation and United States citizen ownership 
of vessels. 

On the other hand charters, including bareboat charters, to noncitizens for 
a year or less would be left uncontrolled by the bill. A general order is and has 
been in effect which during peacetime grants blanket approval to voyage or time 
charters to noncitizens not exceeding 6 months in duration. Blanket approval, 
however, is not given to bareboat charters to noncitizens. It is desirable for 
the Department to have control of all charters during wartime and of all bare- 
boat charters at all times, since a bareboat charterer controls the operation of 
the vessel. 

The hasic concept of the merchant marine policy of the United States is the 
private ownership of vessels. One of the attributes of ownership is the right 
to dispose of the property. It is only in respect of vessels built with the aid of 
construction-differential subsidy that the merchant marine laws require con- 
tinuous documentation of vessels under the laws of the United States, and in 
respect of these vessels section 611 of the Merchant Marine Act, 1936, provides 
that the owners may transfer the vessels foreign if the United States breaks 
its operating-differential subsidy contract without cause. The amendment would 
not, of course, affect these vessels. The great majority of the vessels now in the 
American merchant marine were sold under the Merchant Ship Sales Act of 1946. 
Section 4 (a) of that act expressly provided that contracts for the sale of vessels 
under the act should not restrict the lawful use or operation of the vessels. Pro- 
posals to require United States documentation of vessels purchased under the 
act for specific periods of time were rejected during congressional consideration 
of the measure. While the act of February 27, 1948 (Public Law 423, 80th 
Cong.), prohibited any further sale under the Merchant Ship Sales Act of 1946 
to noncitizens, it placed no limitation on foreign transfers of registry or owner- 
ship by citizen purchasers of vessels under the act, leaving these transactions sub- 
ject only to the general law as to transfers foreign. 

Apparently, it was recognized in the enactment of the 1916 act, and the amend- 
ments of 1918 and 1920, that no specific mandatory statutory guides could be 
laid down in section 9. The necessity for and desirability of flexibility in the 
administration of control over the foreign transfer of registry and ownership 
was recognized in the 1918 amendment (sec. 41 of the act) vesting in the Shipping 
Board authority to grant approval either absolutely or upon such condition as 
the Board may prescribe. With respect to the imposition of any condition, the 
only requirement set forth in the statute was and is that the condition be en- 
tered on the records of the Board and incorporated in the notice of approval to 
the applicant. The purpose apparently was to maintain control of foreign trans- 
fers of registry and ownership but not to impose specific restrictions or prohibi- 
tions thereon. 
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It has been recognized that it would be very difficult to prescribe specific statu- 
tory standards or restrictions for long-range application because it is difficult 
to evaluate in advance for all purposes the emphasis to be placed on private rights 
involved in ownership of vessels in the United States merchant marine in rela- 
tion to the national interests involved including, as they do, matters of interna- 
tional policy and national defense. 

In the administration of section 9, consideration is given to the particular ves- 
sel involved, its value to the merchant fleet for national defense needs, the possi- 
bility of retaining the vessel in operation under United States registry and United 
States citizen ownership, the advantages to the American merchant marine of 
retaining the vessel, the nationality of the proposed foreign purchaser, the pro- 
posed country of registry, and the overall effect of the proposed transaction on 
the United States merchant marine, including the possibility of obtaining re- 
placement through the construction of new tonnage. All of these factors are 
considered in relation to the declared national merchant marine policy as ex- 
pressed in the 1916 act and in subsequent merchant marine legislation. 

The Department in the past has held to the position that the withholding 
of its consent to the transfer of registry or sale of the vessel for reasons not 
involved in these considerations would exceed the authority intended to be dele- 
gated to it by the Congress. Administration of this section has covered pe- 
riods of rapidly changing circumstances, both as to the needs of our merchant 
marine and as to national defense considerations. The requirement of de- 
partmental approval has permitted administration of control with a degree of 
flexibility to meet changing conditions which would not have been possible un- 
der a more restrictive statute. The Department does not believe that an amend- 
ment which would in substance be an absolute prohibition would be in the in- 
terests of the long-range merchant marine policy of the United States. Such 
an amendment would tend to discourage capital investment in the merchant 
marine and would be an unjustified and unwise restriction on the right to dis- 
pose of private property. 

Section 2 of the bill would amend section 501 (a) of the Merchant Marine 
Act, 1936, as amended, to prohibit approval of an application for construction- 
differential subsidy if the applicant, or any holding company, subsidiary or af- 
filiate of the applicant, owns or operates any foreign-flag vessel which com- 
petes with American-flag service on an essential trade route, unless the Board 
by unanimous vote determines that special circumstances warrant a waiver. 
This provision would restrict the opportunities of the Board to carry out the 
policy stated in section 101 of the act, and is likely to result in the operation 
of fewer vessels under the American flag. 

Section 3 of the bill would amend section 804 of the Merchant Marine Act, 
1936, which provides that it is unlawful for any contractor under title VI or 
any charterer under title VII of the act, or any holding company, subsidiary, 
affiliate, or associate of such contractor or charterer, or any officer, agent, di- 
rector or executive thereof, directly or indirectly to own, charter, act as broker 
or agent for, or operate any foreign-flag vessel which competes with an Ameri- 
ean-flag service on an essential trade route unless the Commission for good 
cause shown waives the provisions of the section for a specified period of time 
by affirmative vote of four of its members. Under Reorganization Plan No. 
21 of 1950, the functions under this section are transferred to the Federal Mari- 
time Board if the waiver is sought before the operating-differential subsidy con- 
tract is entered into, and to the Secretary of Commerce if the waiver is sought 
after the operating-differential subsidy contract is entered into. The plan fur- 
ther provides that the affirmative vote of any two members of the Board shall 
be sufficient for the disposition of any matter which may come before the Board. 

The bill would amend section 804 to require the unanimous vote of the mem- 
bers of the Board for the granting of a waiver. The bill is not clear as to 
whether it would place in the Board the functions now exercised under the sec- 
tion by the Secretary of Commerce in the administration of operating-differential 
subsidy contracts. 

One of the fundamental purposes of Reorganization Plan No. 21 of 1950 was 
to place the responsibility for the administration of contracts in a single execu- 
tive. The studies made preliminary to the preparation of the plan showed that 
this is the sound method of organization. We think this method of organization 
should not be changed. The plan does not require unanimous vote of the Board 
for any purpose, evidently because it was considered that a Board cannot func- 
tion effectively if unanimous vote of its members is required. 
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The Department recommends against favorable consideration of the bill. 
The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this report to your committee. 
Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 8, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


DeaR Mr. CHAIRMAN: Further reference is made to your letter of March 6, 
1957, acknowledged March 8, inviting our comments on three bills, including 
8S. 1488, 85th Congress, entitled “A bill to provide for the national defense, protect 
the foreign and interstate commerce, and to safeguard the interests, convenience, 
and necessity of the people of the United States, and promote the United States 
merchant marine.” 

S. 1488 is identical to S. 3411, 84th Congress, which was the subject of our 
report to your committee on March 27, 1956, and substantially the same as 8. 
1704, 82d Congress, and 8S. 3823, 8ist Congress. 

-The primary changes made in the third paragraph of section 9 of the Shipping 
Act of 1916 (46 U. S.C. 808) by S. 3411 are that the bill would— 

(1) Separate and amend the requirements relative to leases, bareboat 
charters, or time charters from those pertaining to sales, mortgages, or 
transfers to foreign registry or flag. 

(2) Require prior approval by the Administrator, Maritime Administra- 
tion, of proposed leases, bareboat charters, or time charters of vessels owned 
in whole or in part by a citizen of the United States to any person not a 
citizen of the United States if such leases or charters are for a period of 
more than 1 year. The present law is applicable to leases or charters of any 
periods of duration. 

(3) Require prior unanimous approval by the Federal Maritime Board of 
proposed sales, mortgages, or transfers foreign of American-flag vessels. 
Pursuant to Reorganization Plan No. 21 of 1950, the Administrator now ap- 
proves transfers to foreign registry. 

(4) As prerequisites to the Board’s approval, require separate certifica- 
tions from the Secretaries of Defense, Commerce, and State that the subject 
vessel is of no value, during its useful life (a) for defense of the United 
States, (b) to a possible enemy, (c) to the domestic or foreign commerce of 
the United States and that the proposed sale is in furtherance of foreign 
policy. In addition, the Board must have determined, after a public hearing, 
that during its useful life such vessel (A) will not contribute to the interest, 
convenience, and necessity of the people of the United States, (B) is not neces- 
sary to maintenance and promotion of an adequate merchant marine, (C) 
will not be operated in competition with nor substituted for another foreign- 
flag vessel which will be operated in competition with any American-flag 
vessel, and (D) will not be operated under the flag or laws of any nation 
which does not maintain the highest international standards of safety, man- 
ning scales and crew accommodations. The present law prescribes no criteria 
or restrictions upon the discretion of the Administrator in connection with the 
approval of sales, mortgages, or transfers to foreign registry. It should be 
noted that in the absence of a definition of the term “useful life,” it would 
appear that the provisions of the Merchant Marine Act, 1936, to the effect 
that a vessel 20 years of age be considered “obsolete,” may be adopted to 
determine that vessels over 20 years of age have no “useful life” remaining 
within the meaning of S. 3411. In that event, the only restriction on the sale 
or transfer foreign of such vessel would be the certification by the Secretary 
of State that such action would be in furtherance of our foreign policy. If 
such is not the intention, we suggest that the bill be clarified in that respect. 

Section 2 of S. 3411 would preclude the approval of an operating-differential 
contract for any applicant when the applicant or its holding company, subsidiary, 
or affiliate owns in whole or in part, or operates, any foreign-flag vessel in com- 
petition with American-flag service on essential trade routes, unless the Board 
determines unanimously that special circumstances warrant waiving the restric- 
tion. Your attention is invited to the fact that this section proposes to add a 
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new subsection 501 (a) (5) but that section 501 (a), as constituted since its 
amendment by Public Law 586, 82d Congress, contains only subsections 501 (a) 
(1) to 501 (a) (3). 

Section 3 of S. 3411 would amend section 804 of the Merchant Marine Act, 1936, 
to require unanimity in the Board in waiving the provisions thereof. 

The word “merchant” on line 9 of page 1 of S. 1488 should be capitalized. 
Section 1 also refers to the “Federal Maritime Administration” (p. 2, lines 2 and 
8); the proper term is “Maritime Administration” according to Reorganization 
Plan No. 21 of 1950, effective May 24, 1950, 5 U. S. C. 133z to 1383z-15. 

Section 2 of the bill indicates that the Federal Maritime Board determines the 
American-flag services to be essential under section 211 of the Merchant Marine 
Act, 1936, as amended. This determination is made by the Maritime Administra- 
tor pursuant to authority delegated to him by the Secretary of Commerce. 

Aside from the foregoing analysis and comments, we have no firsthand knowl- 
edge as to the need for or desirability of the proposed legislation. Accordingly, 
we make no recommendation with respect to its enactment. 

Separate reports are being made on S. 1481 and S. 1483. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, April 23, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D.C. 


DEAR SENATOR MaGNuson: This is with further reference to your invitation 
for my comments on S. 1488, a bill to provide for the national defense, protect 
the foreign and interstate commerce, and to safeguard the interests, convenience, 
and necessity of the people of the United States, and promote the United States 
merchant marine. 

It appears that the primary purpose of this bill is to provide specific legislative 
standards under which United States vessels may be transferred to flags of 
foreign registry. At the present time standards and procedures for administer- 
ing national policies with regard to ship transfers are administratively deter- 
mined by the Federal Maritime Administrator. 

The bill would amend section 9 of the Shipping Act, 1916, to prohibit the sale, 
mortgaging, or transfer of United States documented vessels owned in whole or 
part by United States citizens to foreign ownership or registry, unless specific 
legislative standards and procedures are met. In addition, S. 1488 would pro- 
hibit, without a unanimous finding of special circumstances, construction-differ- 
ential subsidies under the Merchant Marine Act, 1936, to applicants owning or 
operating any foreign-flag vessel competing with United States-flag ships on a 
route determined to be essential. 

I think it is important to maintain substantial control over the transfer of 
vessels from United States to foreign-fiag operation. Unrestricted transfers, and 
particularly the possibility of transfers to registry in countries with lesser social 
and safety standards than those in the United States, could serve to intensify 
the reduction of shipping opportunities for United States-flag ships. They would 
also reduce the employment opportunities that insure the maintenance of a core 
of well-trained seamen for national defense purposes. However, I prefer to leave 
comment as to the best method of providing this control to the Federal agencies 
directly involved with the technical problems in this field. 

The great increase in tonnage registered in countries which have not been 
considered as traditionally maritime countries in the past concerns all of the 
maritime countries of the world. The matter was considered at the Preparatory 
Technical Maritime Conference of the International Labor Organization at London 
in September-October, 1956. By a vote of 58 to 1, including the unanimous 
support of the United States delegation, the Conference adopted a resolution 
calling on the countries of registry to exercise effective control to insure the 
safety and welfare of seafarers on its ships. The resolution does not set forth 
specific standards to be met in the transfer of ships. It can be seen from the en- 
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closed copy, however, that it does define specific means by which a country of 
registry should insure the maintenance of internationally accepted standards for 
its seafarers. 

The Bureau of the Budget advises that it has no objection to the submission of 
this report. 

Sincerely yours, 
JAMES P. MITCHELL, 
Secretary of Labor. 


DRAFT RESOLUTION CONCERNING FLAG TRANSFER 


( Appendix—Record of the Preparatory Technical Martime Conference) 


This Conference— 

Considering that labour conditions have a substantial bearing on safety of life 
at sea ; 

Considering that the problems involved have been brought into special promi- 
nence by the large volume of tonnage registered in countries not hitherto regarded 
as being traditionally maritime; 

Considering the draft Recommendation adopted by this Conference on the 
engagement of seafarers for service in vessels registered in a foreign country ; 
and 

Considering the provisions of the Convention concerning Social Security (Sea- 
farers) adopted by the 28th (Maritime) Session of the International Labour 
Conference at Seattle in 1946; 

URGES THAT— 

The country of registration should accept the full obligations implied by reg- 
istration and exercise effective control for the purposes of the safety and welfare 
of seafarers in its ships and in particular should— 

(i) make and adopt regulations designed to ensure that all ships on its 
register observe internationally accepted safety standards; 

(ii) make arrangements for a proper ship inspection service adequate 
to the requirements of the tonnage on its register and ensure that all ships 
on its register are regularly inspected to ensure conformity with regulations 
issued under (i) above; 

(iii) establish the requisite government-controlled agencies to supervise 
the signing on and signing off of seafarers; 

(iv) ensure or satisfy themselves that the conditions under which the 
seafarers serve are in accordance with the standards generally accepted 
by the traditional maritime countries ; 

(v) by regulations or legislation if not already otherwise provided for, 
ensure freedom of association for its seafarers ; 

(vi) ensure by regulation or legislation that proper repatriation for the 
seafarers serving on board its ships be provided in accordance with the 
practice followed in traditional maritime countries ; 

(vii) ensure that proper and satisfactory arrangements are made for 
the examination of candidates for certificates of competency and for the 
issuing of such certificates. 

REQUESTS the Director-General of the International Labor Office to transmit 
a copy of this Resolution to each Member of the International Labour Organiza- 
tion and to the Secretary-General of the United Nations. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 9, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Your request for comment on §. 1488, a bill to pro- 
vide for the national defense, protect the foreign and interstate commerce, and 
to safeguard the interests, convenience and necessity of the people of the United 
States, and promote the United States merchant marine, has been assigned to 
this Department by the Secretary of Defense for the preparation of a report 
thereon expressing the views of the Department of Defense. 
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Under S. 1488, the Administrator, Federal Maritime Administration, would no 
longer be empowered to approve, subject to his own determinations and policy, 
the sale, transfer, or placement under foreign flag or registry of any vessels. 
Under section 9 of the Shipping Act of 1916, as amended, the Administrator, 
Federal Maritime Administration, has been empowered to approve, subject to 
his own determinations, the sale, mortgage, lease, charter, delivery, or transfer 
to any person not a citizen of the United States or transfer or place under foreign 
registry or flag, any vessel or any interest therein, owned in whole or in part 
by a citizen of the United States and documented under the laws of the United 
States, or the last documentation of which was under the laws of the United 
States. In the case of vessels to be approved for transfer to foreign ownership 
and for registry the Administrator, in making such determinations, has as a 
matter of policy taken into consideration the interests of national defense, the 
foreign and domestic commerce, and the foreign policy of the United States. 
The Administrator has also considered the character and integrity of the for- 
eign transferee and has imposed conditions which will assure the availability of 
the vessels to the United States in time of emergency. 

Under S. 1488, the Administrator would be authorized, by law, to approve 
sale, transfer, or placement of a vessel under foreign flag or registry only when 
certain specified conditions have been met. These specified conditions are so 
restrictive as to practically preclude any future sale, transfer, or placement un- 
der foreign flag or registry of any vessels. The magnitude of the effect of this 
legislation is difficult to assess but it is considered that the Maritime Adminis- 
trator would be faced with almost impossible conditions to fulfill before he 
could authorize the sale, transfer, or placement of outmoded American-flag ton- 
nage under foreign-flag registry. There is a probability that the legislation 
would result in the complete deterioration and block obsolescence of the United 
States merchant marine. One of the major incentives to American shipowners 
to build new and modern vessels for the United States merchant marine has 
been their ability to transfer old and obsolescent vessels to foreign-flag registry 
under the substituted tonnage device (trade-out and build) by agreeing to build 
new tonnage for registry under United States flag. If this authority had not 
been granted American shipowners, thousands of tons of shipping would now be 
laid up or scrapped. On the premise that operating vessels under friendly for- 
eign flag have more value to the national defense than vessels laid up or scrapped 
the Department of the Navy, subject to careful and individual consideration 
of each case, and where there was reasonable assurance that the vessel would 
come under effective United States control in time of need, has in many in- 
stances offered no objection to the transfer of old and obsolescent vessels to for- 
eign flag. Under the proposed legislation, the Secretary of Defense would be 
required to certify that the vessel is and will be of no value to the defense of the 
United States nor of any value to a possible enemy of the United States dur- 
ing its useful life. This requirement is not unlike others imposed on the Secre- 
tary of State and the Secretary of Commerce which are nearly impossible to 
satisfy. For example, to certify that an old obsolescent vessel is of no potential 
value to the national defense would be to certify that such vessel is of scrapping 
value only and could not, for instance, be used even as a towed, concrete-filled 
breakwater as was done during World War II. The possibility that the Secre- 
tary of Defense could ever certify that any vessel is and will be of no value to 
the defense of the United States nor of any value to a possible enemy of the 
United States during its useful life is remote. 

Section 501 of the Merchant Marine Act of 1936, as amended, now provides 
that construction differential subsidies may be granted by the Maritime Com- 
mission for construction of new vessels to be used in the service, route or line 
in the foreign commerce of the United States. Section 2 of S. 1488 adds a new 
condition to those now a part of the law, in that applicants for construction 
differential subsidies, or any holding company, subsidiary, or affiliate of such 
company, may not own, in whole or in part, or operate any foreign-flag vessel 
which competes with any American service determined by the Federal Maritime 
Board to be essential to the commerce of the United States unless the Federal 
Maritime Board, by unanimous vote of its members, determines that special 
circumstances warrant the waiving of this requirement. Nearly all of the prin- 
cipal United States shipowners and operators own or control the ownership of 
foreign-flag vessels. The effect of this legislation on these shipowners and opera- 
tors would be to force them to even more extensive construction and operation 
foreign. United States shipyards would suffer accordingly, and the maintenance 
of an adequate mobilization shipbuilding base would be jeopardized. While such 
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vessels constructed foreign would likely be available to the United States in time 
of war, the lack of built-in defense features would, in all probability, prevent the 
vessels’ use or conversion by the Navy. 

The Department of Defense considers that S. 1488, by removing the flexibility 
of determination now accorded the Maritime Administrator, would practically 
preclude any further transfer of old or obsolescent vessels foreign and will con- 
tribute to the block obsolescence of the United States merchant fleet and the 
deterioration of United States maritime and shipbuilding industries. This legis- 
lation is not considered to be in the best interest of national defense or of the 
maritime industry or merchant marine. 

Accordingly, the Department of the Navy, on behalf of the Department of 
Defense recommends against enactment of S. 1488. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on S. 1488 to the 
Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
E. C. STEPHAN, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison. 


DEPARTMENT OF STATE, 
Washington, April 8, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


DEAR SENATOR MAGNusON: Your letter of March 6, 1957, the receipt of which 
was acknowledged on March 11, 1957, requested the comments of the Department 
of State on several bills including S. 1488, to provide for the national defense, 
protect the foreign and interstate commerce, safeguard the interests, con- 
venience, and necessity of the people of the United States, and promote the 
United States merchant marine, which would amend section 9 of the Shipping 
Act, 1916, as amended. 

S. 1488 would require approval by the Maritime Administrator of vessel 
charters to foreign interests only when the period of such charter is in excess of 
1 year. At the present time, all time charters are subject to the approval of 
the Administrator. The Department of State believes that the retention of the 
present language of section 9 is desirable. In the interests of security and be- 
cause of the present political importance attached to international shipping, the 
Department considers it expedient, on the grounds of foreign policy, that the 
Maritime Administrator retain authority to pass upon all charters. 

Under section 1 (3) the Secretary of State is called upon to make certification 
that the sale, transfer, or placement under foreign flag or registry will be in 
furtherance of the foreign policy of the United States. It would appear that 
most sales are made as a matter of normal commercial practice. The great 
majority of present sales or transfers to foreign registry, have no foreign policy 
implications. It would, therefore, be manifestly impossible for the Department 
to certify, in such cases, that the foreign policy interests of the United States 
had been furthered, although the transactions might be quite consistent with 
that policy. 

In addition to this certification required from the Department of State there 
are several certifications which would be required of the Federal Maritime 
Board. These include: That the vessel will not be operated in competition with 
any United States-flag ship; that it will not be put iu any service which will 
release another foreign-flag vessel for competition with any United States-flag 
vessel; and that it will not be operated under the flag of any nation that does 
not maintain the highest international standards then prevailing with respect to 
the enforcement of maritime safety laws. 

While the foregoing certifications would be required of the Federal Maritime 
Board, the Department of State believes that the Board, in turn, would look to 
the Department’s Foreign Service posts for the necessary supporting informa- 
tion. Clearcut and definitive substantiation on these points would be difficult 
if not impossible to secure. If supporting data could be assembled for a given pe- 
riod they might well be inapplicable at some later time. 
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The Department believes that these requirements would effectively prevent 
the sale of United States vessels except within the domestic market. Such limi- 
tation upon the marketability of these vessels would necessarily destroy a large 
part of the value of existing tonnage and deter future building of new tonnage. 

The Department is therefore of the opinion that the present policy of the 
Maritime Administration, as stated in 21 F. R. 8588, gives adequate recognition 
to the foreign policy considerations of all ship sales and transfers to foreign in- 
terests. It believes that the requirements of 8S. 1488 would discourage capital 
investment in the United States shipping industry, unduly restrict the ability 
of American citizens to dispose of private property, force the uneconomic reten- 
tion of overage and inefficient units of the merchant fleet, prove detrimental 
to the maintenance of a modern and efficient merchant marine for the national 
defense and thereby unnecessarily prejudice the aims of United States foreign 
policy. 

Because of its deep and continuing concern for the maintenance of an adequate 
American merchant marine, and for the reasons stated above, the Department 
of State is unable to support the enactment of S. 1488. 

The Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 
Rosert C. HI11, 
Assistant Secretary 
(For the Secretary of State). 


DEPARTMENT OF STATE, 
Washington, August 19, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear SENATOR MaGnuson: The receipt is acknowledged of your letter of Au- 
gust 14, 1957, addressed to Mr. Merrill and asking whether the Department of 
State wished to testify with regard to S. 1488 on Tuesday, August 20, 1957, or 
to file a statement for the record. 

In your letter of March 6, 1957, you requested the comments of the Depart- 
ment of State on S. 1488 and on April 8, 1957, reply was made setting forth the 
reasons why this Department could not support the bill. 

On March 29, 1957, you requested certain data in regard to ship-registration 
procedures, taxation, and corporate requirements of Honduras, Panama, and 
Liberia. The Department of State understood that these data were desired in 
connection with the question of ship transfers dealt with in S. 1488. Forty 
copies of the requested data for each country were transmitted to you on April 
22, 1957. 

The Department of State, therefore, does not propose to take advantage of 
the opportunity to have a representative testify at the hearings on August 20, 
1957, unless desired by you. 

Sincerely yours, 
JOHN S. HoGHianp IT, 
Acting Assistant Secretary for Congressional Relations, 
(For the Secretary of State). 


THE AMERICAN LEGION, 
NATIONAL LEGISLATIVE COMMISSION, 
Washington, D. C., August 19, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine and Fisheries of the Senate 
Interstate and Foreign Commerce Committee, Washington, D. C. 

Dear Senatok Magnuson: Referring to the hearings which the Merchant 
Marine and Fisheries Subcommittee has scheduled for August 20, 1957, in con- 
nection with 8S. 1488, a bill to promote the United States merchant marine, I 
hand you copies of Resolution No. 529 adopted at the 1956 national convention 
of the American Legion. 
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While we are not asking for the privilege of a personal appearance, I would 
appreciate it very much if the enclosed resolution could be given consideration 
by the subcommittee during their deliberations on S. 1488 and also incorporated 
in the record of the hearings on this bill. 

Thanking you kindly for your consideration of this request, I am, 

Sincerely yours, 
Mites D. KENNEDY, 
Director. 


1956 NATIONAL CONVENTION OF THE AMERICAN LEGION HELD IN LOS ANGELES, 
CALIFORNIA, SEPTEMBER 3-6, 1956 


Resolution No. 529. 
Committee: National Security. 
Subject: Strong merchant marine. 

Whereus the Suez Canal dispute, threatening for a time to flame into a shoot- 
ing war, has again demonstrated, even in this atomic age, the world’s depend- 
ence on freedom of the seas; and that a modernized American merchant marine 
of improved design, planned for peace but geared to the speed and needs of our 
new navy to maintain control of the seas is still essential to the welfare and se- 
curity of the United States and all free nations: Therefore be it 

Resolved, That the American Legion reaffirms its 37-year support of a strong 
privately owned and operated American merchant marine as our fourth arm of 
defense, and urges the adoption of such policies and procedures as will: 

1. Implement as fully as possible the sound national maritime policy estab- 
lished in the Merchant Marine Act of 1936. 

2. Provide adequate shipbuilding and ship repair mobilization bases for 
wartime requirements along all of our three seacoasts ; and that Government 
and military officials allocate and distribute peacetime new ship construc- 
tion and repairs equitably among all Atlantic, Gulf, and Pacific facilities, in 
the interest of national security. 

3. Encourage the construction, experimentation, and perfection of the 
nuclear-powered merchant vessel, authorized by Congress, so that the world’s 
first commercial nuclear-powered ship will fly the American flag. 

4. Reinstate offering of United States Naval Reserve commissions to grad- 
uates of the United States Merchant Marine Academy and the maritime 
colleges of New York, Maine, Massachusetts, and California. 

5. Reactivate the Merchant Marine Naval Reserve as an effective com- 
ponent of the United States Naval Reserve. 

6. Provide for the mobility of our naval and merchant seapower by mod- 
ernizing the Panama Canal to permit larger vessels now and in the future 
to transit the canal. 

7. Urge that the Office of Defense Mobilization review the shortage of 
steel for the construction of new merchant ships and establish a high rat- 
ing, in the interest of national security. 

8. Assure that operating and construction-differential payments to Amer- 
ican-flag steamship lines will continue to be based upon the concept of parity 
with foreign-flag competitors. 

9. Attract sufficient private capital to finance an orderly and evenly sched- 
uled ship replacement program so as to avoid block obsolescence of the mer- 
chant fleet and to provide a steady workload for all American shipyards. 

10. Maintain and effectively administer the Cargo Preference Act of 1954 
and thereby assure that a strong, privately owned and operated merchant 
marine will carry its fair share of surplus farm commodities and foreign- 
aid cargoes. 

11. Encourage United States exporters and importers to use American- 
flag ships wherever possible—in the interest of dependable and reliable 
service, in the interest of a dynamic and expanding United States foreign 
commerce, and in the interest of national defense. 
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12. Provide that low-speed, inefficient, and overage vessels now in laid-up 
status be scrapped; and that ships traded in from the commercial fleet at 
fair market values be progressively replaced by new construction. 

13. Develop constructive steps to insure strong intercoastal and coastwise 
steamship service, and to expand and improve the Nation’s fleet of ocean- 
going tankers and ore carriers. 

14. Encourage the Maritime Administration, in cooperation with the De- 
partment of Defense and private industry to continue its vigorous policy to 
insure that the United States maintains its position in the field of vessel 
design and propulsion as well as improved cargo-handling techniques. 

15. Increase the efforts of the Government to work with other nations 
toward eliminating discriminatory practices harmful to United States-flag 
shipping. 

16. Foster free enterprise in shipping and avoid unnecessary expendi- 
tures of public funds by withdrawing ships operated by Government agen- 
cies from routes or services where privately owned and operated vessels are 
available. 

17. Continue to encourage and support the United States Merchant Marine 
Academy and the maritime colleges in Maine, Massachusetts, California, and 
New York. 

Whereas the American Legion has adopted, and intends to continue, a program 
of direct action for a strong American Merchant Marine; and 

Whereas, in order to implement the broad and extensive information and edu- 
cational campaign by the American Legion on behalf of a strong American mer- 
chant marine for our national security. Now, therefore, be it 

Resolved, That the chairman of the Merchant Marine Committee and the direc- 
tor of the National Security Commission of the American Legion be, and they 
hereby are, directed to continue to seek and obtain from all possible sources such 
information and assistance as will insure the effectiveness of the mandates of 
this convention concerning the American merchant marine, and, further, that the 
chairman and the director be, and they hereby are, authorized to participate in 
all public hearings affecting the said program; and be it further 

Resolved, That the American Legion at its 38th annual national convention, 
assembled in Los Angeles, Calif., September 3-6, 1956, instructs the national 
headquarters of the American Legion to continue to prepare and to carry out 
an extensive information and educational program about the American merchant 
marine as “our fourth arm” of national security. 


New York, N. Y., August 20, 1957. 
Senator WARREN G. MAGNUSON, 
United States Capitol Building, Washington, D. C. 


Thank you sincerely for your kindness in notifying me of the final all-day 
hearing of S. 1488 to restrict vessel transfers, said meet to be held Tuesday, August 
20. It is impossible for me to attend this meeting in person. However, I do 
trust that you will be kind enough to include the thoughts of several independent 
tanker associations in the testimony with respect to this particular bill. Our 
primary concern is to maintain as many American-flag tankers in active operation 
as is possible. We understand that certain aspects of the economics of ocean 
transportation make American-flag tankers noncompetitive with foreign-flag 
vessels. Our particular approach to a partial solution of this problem is to re- 
quire by law that from 25 to 35 percent of the petroleum that is imported to the 
United States by vessel be carried in American-flag vessels. This we believe 
would accomplish in part the desire of the independent oil producers group who 
have been seeking to restrict the importation of oil as such because, by requiring 
that a percentage of petroleum being imported to the United States by vessel be 
carried in American-flag vessels automatically we think will bring about some 
reduction in the importation of oil, but more important from our standpoint is 
that oil can continue to come into the United States where it is deemed desirable 
but by requiring a reasonable percentage of it say anywhere from 25 to 35 
percent to be transported in American-flag vessels will keep in addition to the 
coastwise tankers, an additional number of tankers in active operation thereby 
preserving jobs for American seamen and from a national defense standpoint 
by keeping in being a larger fleet than coastwise operation would permit, will 
furnish this Nation with a tanker fleet and trained personnel greater than 
otherwise would be possible. In summary our request is that any legislation 
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that may be passed with respect to the flags of vessels be aimed at preserving 
a larger American-flag tanker fleet through the medium of having 25 to 35 per- 
eent of petroleum imported by vessel be accomplished through American-flag 
tankers. 

Thank you sincerely for this opportunity to state our position. 


INDEPENDENT TANKER ASSOCIATION, 
JOHN J. CoLtins, Adviser. 


STATEMENT BY THE ASSISTANT CHIEF OF NAVAL OPERATIONS FOR LOGISTICS, 
OFFICE OF THE CHIEF OF NAVAL OPERATIONS 


Mr. Chairman, my name is Howard L. Collins, rear admiral, United States 
Navy. I am Assistant Chief of Naval Operations for Logistics, under the 
Deputy Chief of Naval Operations for Logistics, in the Office of the Chief of 
Naval Operations, Department of the Navy. I appear today as a witness both 
for the Department of the Navy and the Department of Defense. 

This committee has asked for the Department of Defense views concerning 
current policies of ship transfers to foreign registry and the effect of such policies 
on the Nation’s security. 

I would like to emphasize strongly that as a general policy, the Department 
of Defense would, under all conditions, prefer to have immediately available 
under United States registry, all the tonnage in appropriate types sufficient to 
meet mobilization requirements. 

These requirements, both military and civilian, and the merchant ship capa- 
bilities expected to be available on mobilization, are periodically reviewed by 
the Joint Chiefs of Staff. The results of their review are made available to 
cognizant military planners and to the Maritime Administration in a classified 
document. This document is then utilized by the Joint Navy-Maritime Planning 
Group to develop information as to anticipated deficiencies in shipping needs. 
This forms the basis for the planning group’s report to the Secretary of the 
Navy and the Maritime Administrator, respectively. This report forms the basis 
for the Maritime Administration’s ship replacement program and their mobiliza- 
tion construction program. 

The Department of Defense believes that the best mobilization potential is 
in active operating ships which are immediately available, first, those operating 
under the United States flag and, second, those operating foreign flag ships under 
“effective control.” The national defense reserve fleet should supply the re- 
mainder of the mobilization requirements. The Department of Defense supports 
the trade-in policy to the extent that it encourages the construction of new ton- 
nage of modern types while, at the same time, augmenting the national defense 
reserve fleet. 

The Department of Defense policy with regard to transfers to foreign registry 
is closely coordinated with the Maritime Administration who make the final 
decision in each instance. The factors of interest to the Department of De- 
fense are, first, acquisition of modern operating tonnage to meet mobilization 
requirements, and second, assurance that the ships traded-out will be available 
to the United States in time of emergency. Ships available in this manner are 
considered to be under “effective United States control.” 

The origin of the term, “effective United States control,” dates back to 1947, 
at which time it was approved and accepted by the Joint Chiefs of Staff for use 
in evaluating transportation capabilities for mobilization purposes. As to its 
meaning, the term, “effective United States control,” is a planning concept ap- 
plied to ships wherein it is considered to include all shipping which can be ex- 
pected to be available on request by the United States Government in time of 
national emergency, even though such shipping may not be under the United 
States flag. In cases where the Department of the Navy interposes no objection 
to the proposed foreign transfer in trade-out negotiations, such agreement is 
with the understanding that the Maritime Administration will impose the usual 
standard conditions. Among these are: 

(a) That the transfer of registry is not inconsistent with the foreign policy 
of the United States. 

(b) That the transferee is of good character and integrity and can reasonably 
be expected to carry out the conditions imposed on the approval of the foreign 
transfer. 
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(c) That the ship shall not engage in any trade prohibited to the United 
States-flag ships. 

Under these conditions, transfers have been made to the flags of Panama, 
Liberia, Honduras, Venezuela, and the Republic of the Philippines. 

Perhaps “effective United States control” is not a fully descriptive term. A 
more realistic term might be “effective United States management control,” 
by which we mean that control which can be exercised by the United States 
Government through United States citizen directors and United States citizen 
majority stock ownership. 

Successful passage of pending legislation to provide standby authority for the 
issue of ship warrants, 8S. 1029, would be another means of implementing “man- 
agement control.” .The Department of the Navy strongly supports this legis- 
lation, From the viewpoint of “management control,” it is reasonably assured 
that these ships will be made available to the United States Government for 
use in the event of emergency. Therefore, the Department of Defense believes 
that the concept of “effective United States control,” under conditions of full 
mobilization, offers no significant hazard to our national defense planning. 

The committee has asked for the Department of Defense views on the ade- 
quacy of existing essential trade routes to serve present and possible expanded 
future commercial and defense needs, with special reference to routes transiting 
- Suez Canal, and also, the adequacy of current ocean bulk-cargo and tanker 

eets. 

The Department of Defense is not normally concerned with the adequacy of 
existing foreign trade routes since it is unlikely that these specific routes will 
actually be employed for the movement of supplies during conditions of war. 
The defense aspects are, therefore, confined to the total volume of tonnage which 
serves peacetime commercial routes with a view to comparing this tonnage with 
that required to meet full mobilization needs. I understand that the Maritime 
Administration, which has direct cognizance of these routes, is prepared to furnish 
this information. 

With regard to the adequacy of current ocean bulk-cargo and tanker fleets, it 
should be noted that there are no existing military mobilization requirements 
for bulk-cargo carriers. These ships are, however, otherwise suitable for use of 
the United States Government in time of war or emergency and are of indirect 
interest to the Department of Defense. The Department of the Navy is interested 
to insure that the speed of these ships is high enough so that they will not ad- 
versely affect convoy operations. 

There is no numerical shortage of tankers under United States control. There 
are qualitative deficiencies of age and speed. There is a total of 588 tankers in 
the United States-controlled merchant fleet, which consists of 359 ships under 
the United States fiag and 229 ships under foreign flag. Over 65 percent of 
United States-fiag tanker capability consists of T-2 tankers, or smaller. All 
standard T-2 tankers have reached more than one-half of their life expectancy. 
Out of a total of 359 United States-flag privately owned tankers, 301 are at least 
10 years old and only 8&3 are capable of 15 knots or greater. Out of a total of 
229 foreign-flag tankers under “effective United States control,” 125 are at least 
10 years old and, by coincidence, 83 are capable of 15 knots or greater. Of the 
588 privately owned tankers available to the United States, 422 are under 15 
knots and 426 are at least 10 years old. 

At the present time, we are meeting our national defense requirements by 
utilizing those tankers which were formerly laid up in our national defense 
reserve fleet. 

Emphasis should be placed on a tanker replacement program to provide for 
faster and more modern tankers within the next 10 years. 

I have prepared a separate statement on the proposed bill, 8. 1488, which I will 
present at the convenience of the committee. 


STATEMENT BY THE ASSISTANT CHIEF OF NAVAL OPERATIONS FOR LOGISTICS, 
OFFICE OF THE CHIEF OF NAVAL OPERATIONS, RE: S. 1488 


Mr. Chairman, my name is Howard L. Collins, rear admiral, United States 
Navy. I am Assistant Chief of Naval Operations for Logistics, under the Deputy 
Chief of Naval Operations for Logistics, in the Office of the Chief of Naval 
Operations, Department of the Navy. I appear today as a witness both for 
the Department of the Navy and the Department of Defense. 

This committee has asked for Department of Defense comment on S. 1488, 
which is a bill to provide for the national defense, protect the foreign and 
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interstate commerce, and to safeguard the interests, convenience, and necessity 
of the people of the United States, and promote the United States merchant 
marine. 

I note that this bill, 8. 1488, is identical with S. 3411, previously submitted 
to the 84th Congress. The Navy and the Department of Defense submitted 
comment on 8. 3411 on July 16, 1956. The Department of Defense position with 
regard to this current identical legislation, S. 1488, has not changed. There- 
fore, I will repeat here the previous comment of the Department of the Navy 
with regard to this proposed legislation : 

Under §S. 1488, the Administrator, Federal Maritime Administration, would 
no longer be empowered to approve, subject to his own determinations and 
policy, the sale, transfer, or placement under foreign flag or registry of any 
vessels. Under section 9 of the Shipping Act of 1916, as amended, the Admin- 
istrator, Federal Maritime Administration, has been empowered to approve, 
subject to his own determinations, the sale, mortgage, lease, charter, delivery, 
or transfer to any person not a citizen of the United States or transfer or place 
under foreign registry or flag, any vessel or any interest therein, owned in 
whole or in part by a citizen of the United States and documented under the 
laws of the United States, or the last documentation of which was under the 
laws of the United States. In the case of vessels to be approved for transfer 
to foreign ownership and for registry the Administrator, in making such deter- 
minations, has as a matter of policy taken into consideration the interests of 
national defense, the foreign and domestic commerce, and the foreign policy 
of the United States. The Administrator has also considered the character and 
integrity of the foreign transferee and has imposed conditions which will assure 
the availability of the vessels to the United States in time of emergency. 

Under §S. 1488, the Administrator would be authorized, by law, to approve 
sale, transfer, or placement of a vessel under foreign flag or registry only when 
certian specified conditions have been met. These specified conditions are so 
restrictive as to practically preclude any future sale, transfer, or placement 
under foreign flag or registry of any vessels. The magnitude of the effect of 
this legislation is difficult to assess, but it is considered that the Maritime Ad- 
ministrator would be faced with almost impossible conditions to fulfill before 
be could authorize the sale, transfer, or placement of outmoded American-flag 
tonnage under foreign-flag registry. 

There is a probability that the legislation would result in the complete deteriora- 
tion and block obsolescence of the United States merchant marine. One of the 
major incentives to American shipowners to build new and modern vessels for 
the United States merchant marine has been their ability to transfer old and 
obsolescent vessels to foreign-flag registry under the substituted tonnage device 
(trade-out and build) by agreeing to build new tonnage for registry under United 
States flag. If this authority had not been granted American shipowners, thou- 
sands of tons of shipping would now be laid up or scrapped. On the premise that 
operating vessels under friendly foreign flag have more value to the national de- 
fense than vessels laid up or scrapped, the Department of the Navy, subject to 
careful and individual consideration of each case, and where there was reasonable 
assurance that the vessel would come under effective United States control in time 
of need, has in many instances offered no objection to the transfer of old and 
obsolescent vessels to foreign flag. Under the proposed legislation, the Secretary 
of Defense would be required to certify that the vessel is and will be of no value 
to the defense of the United States, nor of any value to a possible enemy of the 
United States during its useful life. This requirement is not unlike others im- 
posed on the Secretary of State and the Secretary of Commerce which are nearly 
impossible to satisfy. For example, to certify that an old, obsolescent vessel is of 
no potential value to the national defense would be to certify that such vessel is of 
scrapping value only and could not, for instance, be used even as a towed, 
concrete filled breakwater as was done during World WarII. The possibility that 
the Secretary of Defense could ever certify that any vessel is and will be of no 
value to the defense of the United States nor of any value to a possible enemy of 
the United States during its useful life is remote. 

Section 501 of the Merchant Marine Act of 1936, as amended, now provides 
that construction-differential subsidies may be granted by the Maritime Com- 
mission for construction of new vessels to be used in the service, route or line 
in the foreign commerce of the United States. Section 2 of S. 1488 adds a new 
condition to those now a part of the law, in that applicants for construction- 
differential subsidies, or any holding company, subsidiary, or affiliate of such 
company, may not own, in whole or in part, or operate any foreign-flag vessel 
which competes with any American service determined by the Federal Mari- 
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time Board to be essential to the commerce of the United States unless the 
Federal Maritime Board, by unanimous vote of its members, determines that 
special circumstances warrant the waiving of this requirement. Nearly all of 
the principal United States shipowners and operators own or control the owner- 
ship of foreign-flag vessels. The effect of this legislation on these shipowners 
and operators would be to force them to even more extensive construction and 
operation foreign. United States shipyards would suffer accordingly, and the 
maintenance of an adequate mobilization shipbuilding base would be jeopardized. 
While such vessels constructed foreign would likely be available to the United 
States in time of war, the lack of built-in defense features would, in all prob- 
ability, prevent the vessels’ use or conversion by the Navy. 

The Department of Defense considers that S. 1488, by removing the flexi- 
bility of determination now accorded the Maritime Administrator, would prac- 
tically preclude any further transfer of old or obsolescent vessels foreign and 
will contribute to the block obsolescence of the United States merchant fleet and 
the deterioration of United States maritime and shipbuilding industries. This 
legislation is not considered to be in the best interest of national defense or of 
the maritime industry or merchant marine. 

Accordingly, the Department of the Navy, on behalf of the Department of 
Defense, recommends against enactment of S. 1488. 


STATEMENT OF J. V. C. MALCOLMSON 


My name is J. V. C. Malcolmson. I am general manager, marine department, 
the Texas Co., New York City. 

I am pleased to appear before your committee in response to your invitation. 
I hope my statement will be of assistance to you in your investigation. 

The Texas Co. directly owns and operates 25 American-flag tankers of over 
8,000 gross tons. Their names, types, and tonnage are shown in exhibit I. It 
does not own and operate tankers under foreign flag. 

The Texas Co. also has two wholly owned subsidiaries which own and operate 
tankers of over 3,000 gross tons. 

One of these is Texas Petroleum Co., a New Jersey corporation, which owns 
and operates one Panamanian-flag tanker, the Raban, a vessel of 7,342 dead- 
weight tons. The Raban was built for Texas Petroleum Co. in 1949 by Ingalls, 
at Pascagoula, Miss., for operation on Lake Maracaibo, Venezuela, under Vene- 
zuelan flag. In 1953, when this vessel was no longer required on Lake Mara- 
eaibo, Maritime Administration approval was obtained for her transfer to Pana- 
manian flag. 

The other wholly owned subsidiary is the Texas Co. (Panama) Inc., which 
owns and operates under the Panamanian flag 6 tankers as follows: 





Name Type weight 





The Kentucky, Ohio, Pennsylwania, and Texas were built in 1949 by Bethlehem 
at Quincy, Mass., in conformity with United States Coast Guard regulations and 
American Bureau of Shipping classification. 

The Missouri was built in the United Kingdom in 1957 for the Texas Co. 
(Panama) Inc., to meet Lloyd’s highest classification and requirements equal 
to those of the United States Coast Guard. 

The Cristobal, a small tanker, was purchased from the United States Govern- 
ment by the Texas Co. in 1948. After several years operation under United 
States flag, the trade of the vessel gradually changed and she seldom called at 
domestic ports. This created difficulties in keeping American crews aboard. 
In view of this and of the excessively high cost of operation, application was 
made to the Maritime Administration for transfer to Panamanian flag and sale 
to the Texas Co. (Panama) Inc. Approval for this was granted on September 
2, 1953. 
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The Texas Co. (Panama) Ince., also operates three Panamanian flag tankers 
which are chartered on a bareboat basis. 

The Texas Co. also owns an interest in the Texas Co. (Norway) A/S, a Nor- 
wegian company, which owns and operates 10 Norwegian flag motor tankers 


none of which were built in the United States. Their names and deadweight 
tonnage are as follows: 


Name Deadweight tonnage 
I oii i inaiindnscsinscs Ribot Nin vip eeensndiin ep hevsin eclelagp aameainn ine aene ina nee 14,300 
MR Fink secon ett cnsen cahciciergctp-wncrciemnodeons ere omaae iamaaie-adis andi acca ines aa 15,625 
RR I ia kn inuchioomcid Seceinahga gues ie Eas 18,007 
SO sac cede ab het a esalh esecs ens ile ewan eae ge ee 15,310 
CI ae aalmiapsub cog sip de-obeabaa anda 14,250 
PRIN Pe dc oo Scerscs snlasls teen sackkes hosing meuniere cap tadeea aes 23,925 
TRY A Te I is enc io o even gst wit chadsdigusid eat ip needa aapcsiek initial dedinani adap ae 14,480 
I Fy sna eggs ie een ha a Le eee 18,001 
nn as cn ch cts anche ateuecnsctintip efartale nies cet ieee ek att 14,300 
SPINE Mi Wo ci wo sk cs -h hiss aggeteeemmmcnttniccsstnippidaretidnet whad elaea tee cadg eae 18,026 


These tankers are time-chartered to the Texas Co. 

In September 1956, the Texas Co. acquired most of the stock of the Trinidad 
Oil Co., Ltd., whose wholly owned subsidiary, Regent Petroleum Tank Ship Co., 
Ltd., a British corporation, owned two British-flag tankers, the Regent Royal of 
14,405 deadweight tons and the Regent Hawk of 12,180 deadweight tons. Regent 
continues to operate these tankers. 

The Texas Co. directly has no tankers under construction or projected to be 
built in the immediate future. The Texas Co. (Panama) Inc., has contracted 
for the building of three 46,000-ton tankers in United States yards. It has also 
contracted for one 46,000-ton and one 28,000-ton tanker in the United Kingdom, 
two 42,000-ton tankers in Japan and two 39,500-ton tankers in Sweden. The 
Texas Co. (Norway) A/S has contracted for the construction in the United 
Kingdom of one motor tanker of 18,000 deadweight tons. Regent Petroleum 
Tank Ship Co., Ltd., has contracted for a 19,000 deadweight ton tanker in the 
United Kingdom. 

The reason for building vessels in foreign yards is simply that construction 
costs abroad are lower than in the United States and, generally, owners must take 
advantage of such lower construction costs in order to remain competitive. The 
most recent available figures indicate that vessels in the 42,000-ton class con- 
structed in the United States cost about $90 per ton more than similar vessels 
constructed abroad. Such a tanker could be built for approximately $8,400,000 
($200 per ton) in a foreign yard, but would cost about $12,180,000 ($290 per ton) 
in this country, or $3,780,000 more. 

This higher investment, together with much higher United States wage costs— 
on the order of about 3-to-l1—place American-flag operation at a disadvan- 
tage of approximately $585,000 per year, or $1,750 per operating day. Over a 
20-year life, the additional operating cost of the American-flag tanker would 
total about $11,700,000, a sum approximating the original construction cost of 
the vessel. 

A further disadvantage in operating American-flag ships is the higher cost of 
repairs in United States yards. 

The very substantial cost differential between American-fiag and foreign-flag 
operation makes it impossible to compete under the American flag in most foreign 
trades. 

The tax situation with regard to foreign registry and operation of ships depends 
largely upon the country of incorporation of the shipowning or operating company. 

Texas Petroleum Co. is a New Jersey corporation and its earnings are taxed 
in the United States. It has paid no dividends. 

The Texas Co. (Panama) Inc., as a Panamanian corporation, is subject to taxa- 
tion in the Republic of Panama. However, since the Republic of Panama does 
not tax income earned outside of Panama it does not tax earnings from ships en- 
gaged in the international trade. Any dividends paid by the Texas Co. (Panama) 
Inc., are subject to United States income taxes. Such a dividend was paid in 
1952 and United States income taxes were paid thereon. 

In connection with the trade-in-and-build and trade-out-and-build programs, the 
situation of the Texas Co. is as follows: 

In 1951 we contracted with Newport News shipyard for the construction of 4 
new 19,000-ton high-speed tankers for the coastwise trade. Subsequently, 2 of our 
American-flag vessels became obsolete and we traded them in and built another 19- 
knot tanker for our coastwise service. All our vessels are presently required in 
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the domestic trade and, therefore, we have not participated in the trade-out-and- 
build program nor do we have any plans currently to transfer to foreign registry. 
Should the occasion arise, however, we would consider requesting authority to 
transfer older vessels to foreign registry in connection with the building of new 
tonnage for United States flag operation. 

In order to remain competitive in the international oil transportation business, 
we intend to follow our present policy of operating vessels under foreign registry 
and constructing such vessels either here or abroad as required. 

Our marine insurance is placed through American brokers on a fleetwide basis 
covering both our American-flag tankers and the foreign-flag tankers of our sub- 
sidiaries. There is no discernible difference in our insurance rates as between 
our American and our foreign-flag tankers. 

All of the stock of the Texas Co. (Panama) Inc., was issued to, is owned by, and 
is registered in the name of the Texas Co., except for 20 shares in the names of 
officers of the Texas Co. (Panama) Inc. This company has a single class of 
capital stock consisting of 4,000 shares at 50 balboas ($) par value. 

Annual stockholders meetings of the Texas Co. (Panama) Inc., are held in the 
Republic of Panama on the last Thursday of April in each year. Under Pana- 
manian law, there are no requirements of residence or citizenship for officers, di- 
rectors, and stockholders. The company’s resident manager in the Republic of 
Panama is a director and officer. The company’s office in the Republic of Panama 
is located at its plant in Panama City. 

In conclusion, I consider it essential that our country maintain control over a 
large tanker fleet. 

If economic conditions permitted, it would, of course, be preferable to operate 
all of these ships under the American flag. But since foreign-flag vessels must 
be operated to compete effectively in the international trade, it seems clearly in 
the national interest to encourage—not discourage—American owners to operate 
tankers under friendly foreign flags in order to assure United States utilization in 
an emergency. 

I believe Panamanian-flag vessels such as ours are under effective United States 
eontrol. This is borne out by World War II experience at which time American- 
controlled vessels under Panamanian flag were immediately made available to 
the United States for military purposes. 

I want to thank you again for inviting me here and giving me this opportunity to 
present my views. 


Exureit I.—Tankers owned and operated by the Texas Co. (3000 gross tons and 
over)—Total number of vessels, 25, all operated under American flag 


Dead- 








Name Type | weight 
} j tons 

sae eke ee ce ee te a Mae dedi ti Prat ee 
2-15 5s Sal adelechnehsasapal: Fanta oun oe 16, 614 
Wenimreis. 2... si secs ; ‘ Steam turbine (the Texas Co, design) - 19, 153 
Colorado. ......-- ee | do : , ‘ | 14, 035 
Connecticut____._.- eal .do . 19, 175 
Delaware......... : do 14, 123 
ON a ccs | do aa . | 19, 112 
RN a li seni do See ele hy. a 14, 102 
ES cainendacnsprirntgiinn ‘ | T2-SE-Al..._..... : 5 16, 603 
DS, | dbvccouceet | Steam turbine (the Texas Co. design) _- | 14, 146 
| T2-SE-Al : | 16, 632 
pa T2-SE-Al_._..- i 16, 762 
Michigan ............ Reciprocating steam... ___- 6, 230 
Paimnesotea............. T2-SE-Al eee d | 16, 764 
Mississippi --_._------- sid T2-SE-Al__. : 16, 617 
Montana as Steam turbine (the Texas Co. design) -_- ‘ | 14, 035 
Nevada. -_.. oe : | T2-SE-Al__- “at Sar eae | 16, 610 
New Jersey __- 2 : T2-SE-Al______- 5 tu | | 16, 627 
New York | Steam turbine (the Texas Co. design) 19, 193 
North Carolina | T2-SE-Al._.. é | 16, 391 
North Dakota | Steam turbine (the Texas Co. design) - 19, 203 
South Carolina — --.-| T2SE-Al.... : 16, 342 
Virginia _ Sh: Sitleasbs ia T2-SE-Al__.__. ube | 16, 749 
Washington__-__- 7 wad. | ; 7 | 16, 787 
Le eee . T2-SE-Al_____. | 16, 567 


Wyoming_______- Shes SEAL OL 16, 766 
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STATEMENT OF JAMES C. ANDERSON, EXECUTIVE SECRETARY, AMERICAN 
TRAMP SHIPOWNERS ASSOCIATION 


My name is James C. Anderson. I am executive secretary of the American 
Tramp Shipowners Association, Inc., representing a great majority of the owners 
of American-flag tramp vessels. 

I appreciate the kind invitation extended to our association by the chairman 
of this committee, permitting us to present our views on the important matters 
under consideration. 

At no time in our peacetime history, have we seen so great a flow of ocean- 
borne foreign commerce as has been entering and leaving our seaports in 
recent months. It is important to our discussion to bear in mind that approxi- 
mately 7144 percent of these cargoes were carried by the tramp-type bulk 
carriers. These are the ships economical to build and operate and unrestricted 
to any defined trade, route, or service, whose purpose is to carry in full ship- 
loads those low-paying cargoes of coal, grain, or ores to or from any point in the 
world, as the needs of our foreign commerce or national interest may require. 
We must likewise bear in mind that despite the vast volume of bulk cargoes in 
our foreign commerce, the tramp ship segment of our American merchant marine 
is rapidly decreasing in number until today it comprises only some 65 vessels, 
mostly of the war-built Liberty type. It is against this background that I will 
approach the individual topics being considered at this hearing. : 


Policies governing transfers of United States-flag vessels to foreign registry and 
the effect of such policies on the Nation’s foreign commerce and security 


We believe that the Maritime Administration has exercised very proper think- 
ing in formulating and executing its sound transfer policies. The Defense De- 
partment has often expressed its grave concern over the lack of an adequate 
number of modern tanker and dry-cargo vessels in our active merchant marine. 
Under the trade-out-and-build program a sizable fleet of new, fast, and large 
tanker vessels are coming into being under the American flag. It is true, of 
course that the size of our active privately owned dry-cargo tramp fleet is being 
somewhat reduced by the operation of this program. However, our American- 
flag tramp ships, as this committee well knows, cannot successfully compete in 
the open market for commercial cargoes and are, in effect, very largely confined 
to the carriage of cargoes available to them under the 50-50 law now a part of 
the Merchant Marine Act of 1936. There is a vast reservoir of these vessels 
available in the reserve fleet to meet any short period of need during which 
vessels may be required in excess of the existing private tramp fleet. Therefore 
the reduction in number of privately owned tramp ships—offset as it is by new 
tanker construction cannot be deemed, in itself to have a detrimental effect upon 
our foreign commerce or our national security. Abrogation of the Maritime 
Administration’s present policy would saddle American shipowners with the re- 
quirement of keeping obsolete and uneconomical ships under the American flag 
at financial loss while preventing them from acquiring, by construction in Ameri- 
can yards new, modern, and more economical, tonnage of long-range operational 
potentiality. 

S. 1488, which would impose certain restrictions upon vessel transfers to foreign 
registry. As already stated we are firmly convinced that the Maritime Adminis- 
trator, acting under his own discretion under the existing statutes, is following 
a sound and constructive policy. We are just as firmly convinced that the 
proposed amendment to section 9 of the Shipping Act of 1916 is unwarranted and 
unconscionably repressive. 

The administration of section 9 under the Maritime Administrator’s newly 
declared policy of November 5, 1956, requiring building of modern new tonnage 
in replacement of vessels transferred foreign has resulted in much-needed new 
construction. 

It is true that the Administrator, in this policy declaration, reserves the right, 
without public notice, to modify or rescind any of the policy, terms, or conditions 
listed, if, in his judgment, circumstances warrant.” This wise reservation will 
permit immediate action on his part, should sudden and unforeseen circumstances 
warrant a change in policy. Such necessary flexibility is not found in the pro- 
posed legislation, 
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The restrictions sought to be imposed by S. 1488 would, in actual effect, definitely 
bar any further transfer of American-flag vessel to a foreign flag regardless of age, 
type, or condition. It would permit of no consideration being given to the private 
property rights of an American shipowner when it may be absolutely uneconomical 
and unfeasible for him to continue American-flag operations. It would be a 
definite and sure warning to all concerned, not to invest in American unsubsidized 
construction. Who could contemplate such building with the fear that all 
flexibility would be taken out of the possibility of foreign transfer? One fear is 
ever present in the mind of the unsubsidized American shipowner—that of 
economic conditions becoming such as to make it impossible to operate under the 
American flag. Add to that the fear that he must face continued operation of an 
uneconomic unit and you will just not build such ships in United States ship- 


yards—except as may be required as replacements by the subsidized liner 
companies. 


Adequacy of existing essential trade routes to serve present and possibly expended 
future commercial and defense needs, and the adequacy of current ocean 
bulk cargo and tanker fleets 

I will approach this subject purely from the viewpoint of the tramp ship seg- 
ment of the American merchant marine. Under the existing legal concept of 
essential trade routes under the Merchant Marine Act of 1936, such routes cannot 
now, and will not in future, adequately serve the commercial and defense needs 
of our Nation. To be more specific, bulk cargo carriers and tankers are presently 
held not eligible for operating differential subsidy payments under the act for 
the reason (1) they are not common carriers employed on a definite service route, 
or line, and (2) by the very nature of their operation, they cannot maintain 
adequate, regular, certain, and permanent service over such service route or line. 
The bulk carrier in its normal operation carries a full shipload of a single com- 
modity (coal, grain, ore, etc.) from a single port of loading to a single or possibly 
two ports of discharge. They must, to answer the needs of our foreign commerce, 
be free to service these needs as they arise in every quarter of the globe. Should 
there be a poor harvest in India, a severe winter in Europe the tramps then deploy 
themselves to the extent necessary to meet these requirements. Seasonal de- 
mands for bulk freight space, markets closed to navigation during winter season 
also require the flexibility afforded by tramp ship operation—but more important 
there is a day-in, day-out need for the bulk carrier if we are to properly serve 
our commercial needs. This has been apparent now for some years. 

Exhibit A, appended hereto, reflects the carriage of our oceanborne dry cargo 
foreign commerce by liner and tramp type vessels during recent years. It will 
be noted that of the total increase of more than 7,300,000 tons per month in our 
dry cargoes (1956 versus 1950) only 750,000 tons per month were absorbed by 
liner type vessels whereas the tramp type vessels increased their carryings by 
more than 61% million tons per month. Can this foreign commerce be adequately 
served by the existing essential trade routes served by the liner companies? The 
liner companies themselves say it cannot be. But is it not self-evident that, with 
an average of 9 million tons of bulk cargoes per month going to or coming from 
here, there and everywhere, our merchant marine must have the flexibility to 
meet these demands—and that this flexibility can only be furnished by an ade- 
quate fleet of American-flag tramp ships? Much more is revealed by the data in 
this exhibit A but I will only call to your attention the increase in our dry-cargo 
imports—5.3 million tons per month in 1956 as compared with only 3.1 millioa 
tons per month in 1950. It will be seen that this entire increase of 2 million tons 
per month entered our country on bulk carriers. These cargoes comprise the 
vital ores and minerals so necessary to maintain our ever-increasing industrial 
capacity and to assure our proper national defense. Again, it is apparent that 
we must rely upon the bulk carrier for their transportation. 

Let us, with your patient and kind indulgence, now examine schedule B at- 
tached which indicates the percentage of carriage of these cargoes by United 
States- and foreign-flag vessels—liners and tramps. The last lines of this state- 
ment reveal that, in 1950, 47.1 percent of our dry cargoes were carried by tramp- 
type vessels but that by 1956 this percentage had progressively increased to 71.5 
percent. This progressive increase in bulk dry cargoes in our foreign commerce 
has, of necessity, resulted in a progressively decreasing percentage of carriage by 
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our American merchant marine, this falling from 33.6 percent in 1950 to 21 per- 
cent in 1956, our American liner percentage dropping from 24.1 to 11 percent in 
this period. The reason for this is readily apparent when we see that the foreign- 
flag tramp ships have been enjoying a harvest in the carriage of dry cargoes rais- 
ing their percentage of participation from 37.6 percent (2 million tons per month) 
in 1950 to 61.5 percent (8 million tons per month) in 1956. 

We are all aware, of course, of the purposes and aims of the Merchant Marine 
Act of 1986. It calls for an adequate and well-balanced privately owned merchant 
marine capable of transporting 50 percent of our foreign commerce. We are 
far short of our goal in each respect. We are carrying only 21 percent of our dry 
cargoes in American-flag vessels—our lowest percentage of carriage since the act 
came into being. We have but a token fleet of bulk carriers under the American 
flag despite the great predominance of bulk cargoes in our foreign commerce. 
Certainly our merchant marine is decidedly unbalanced. And, if we face the 
matter fairly and squarely we must find that the Merchant Marine Act of 1936 
is, in itself, the very instrument that prevents the attainment of its own aims 
and policies. By denying the full benefits to tramp-ship owners, such as are avail- 
able to liner companies, it has effectively blocked American tramp vessels, because 
of their higher operating cost, from competition for commercial bulk cargoes and 
has left this tremendous flow of cargoes to be exclusively enjoyed by the more 
cheaply operated foreign tramp ships. The American tramp ship can therefore tu 
a very great extent only be employed in the carriage of Government-sponsored 
50-50 cargoes or under military charters to the MSTS. It is obvious that these 
programs of themselves are not certain enough to persuade an owner to enter 
into a building contract for a vessel having a 20-year life expectancy. Surely 
the time is long overdue for suitable amendment to the Merchant Marine Act of 
1936 to meet the changed conditions found in 1957. With 71.5 percent of our 
oceanborne dry cargoes subject to carriage by bulk cargoes, the essentiality of 
tramp shipping services must be recognized. 

In the meantime, our privately owned tramp fleet is rapidly dwindling in 
number, there being only some 60 to 65 in operation today. These vessels are 
fast approaching the end of their useful lines and the owners recognizing this 
are, in many cases, availing themselves of the opportunity to assure their future 
operations by constructing tankers under the transfer-and-build program of 
the MA. Certainly our merchant marine also needs new and modern dry bulk 
earriers but these cannot be built until there is some certainty of an economic 
future for them. 

These necessary vessels can only be built by extending the benefits of operat- 
ing differential subsidy to tramp vessels. Under the act of 1936, as amended, the 
tramp owner may receive construction differential benefits enabling him to con- 
struct his vessel at a cost comparable to that of his foreign competitor. The 
cost of operating an American Liberty is approximately $25,000 per month higher 
than under the flags of our foreign competitors. Under the open-bid system 
prevailing in the tramp trades an American owner would have little chance of 
securing commercial bulk cargoes for his vessels and, of course, the 50-50 pro- 
gram is not one upon which the tramp operator could rely to the extent that they 
should or would be willing to build ships. The granting of operating subsidy to 
tramps on condition that they build suitable replacements will accomplish the 
results which the Merchant Marine Act was designed to obtain—a well-balanced 
American merchant marine. 

So as not to be misunderstood, may I emphasize that the Merchant Marine Act 
of 1936 is basically sound and has achieved to a very great degree, the purpose 
for which it was designed. That we today have a strong and actively competi- 
tive fleet of liner vessels regularly maintaining a farflung system of essential 
routes to all quarters of the globe is solely attributable to the wise provisions of 
this act. The assistance provided by the act has enabled the American steam- 
ship companies holding subsidy contracts with the Government to approximately 
double the size of their fleets since 1939. 

But, there being no American tramp vessels in existence in 1936 and there be- 
ing no great requirement for their service at that time, the act made no pro- 
vision for this type of vessel except that it required that a study by made of 
“tramp shipping service and the advisability of citizens of the United States 
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participating in such services with vessels under United States registry.” This 
initial study and report was made in 1937 but was negative as no United States- 
flag tramp ships were in operation. Several studies have been made in recent 
years, as for instance, that leading to the statement by Secretary of Commerce 
Sawyer in his report to the President dated November 1, 1952: 

“Because of the large percentage of our foreign commerce which normally 
moves in tramp ships, ships which are employed in liner service carrying general 
cargo in parcel lots cannot achieve the goal of carrying at least half of our for- 
eign commerce. Without a sizable tramp fleet, it is unlikely that this goal can 
be achieved.” 

This statement is even more pertinent today because of the still larger per- 
centage of bulk dry cargoes in our foreign commerce moving in tramp ships. 

A subcommittee of this committee after extensive hearings in 1954, issued a 
preliminary report in which it recommended : 

“Tn particular, hearings should be had and studies made on the matter of exten- 
sion of some form of direct aid to American-flag tramp vessels engaged in the 
commerce of the United States. The experience of World War II and the postwar 
period has demonstrated that American vessels engaged in the carriage to and 
from the United States of bulk cargoes can perform an important part in our 
security and our economy. This subject warrants early and careful study.” 

But gentlemen, while these studies are being made the patient is dying. 
Shortly, we may have no tramp ships to concern ourselves with and the carriage 
of our vast tonnage of agricultural exports and our essential ore imports will be 
dependent solely upon the ships of foreign nations. This must not come to pass. 

I have not touched upon the value of a fleet of new and modern bulk carriers 
to our national defense, feeling that this goes without saying before this com- 
mittee. In two World Wars this Nation has had to supply the shipping necessary 
for victory. We will have to do so in any future emergency. This was very 
clearly demonstrated during the Korean emergency. In each case it was the 
bulk carrier that was required to assume the burden of transporting the immense 
quantities of vital war materials. The Defense Department has stated that our 
active merchant marine is deficient by at least 275 cargo vessels for even the 
initial phases of a future major conflict. The building of tramp ships would 
be of great help in meeting both our commercial and our national defense shipping 
needs, which cannot be otherwise adequately served. This, as stated previously, 
ean only be attained by amending the Merchant Marine Act of 1936, extending 
to American tramp-ship owners the benefit of operating differential subsidy, 
thereby enabling this Nation to place upon the seas a tramp fleet that can properly 
service and protect our commerce needs and add immensely to our national 
defense. 


Exuisit A.—United States occanborne dry-cargo foreign commerce tonnage 
carried by liner- and tramp-type vessels, years 1950 and 1953-56 
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ExuHiBit B.—United States ocean-borne dry-cargo foreign commerce percentage 
of carriage by United States- and foreign-fiag vessels for years 1950 and 


1953-56 * 



















































































Jan. 1 to 
1950 1953 1954 1955 Sept. 30, 
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STATEMENT oF Hargy E. O’Remiy, Executive SreoreraRY-TREASURER OF THE 
MARITIME TRADES DEPARTMENT, AFL-CIO, on S. 1488 


My name is Harry E. O’Reilly. I am executive secretary-treasurer of the 
maritime trades department, AFL-CIO, with offices at 815 16th Street NW., 
Washington 6, D.C. Our department was chartered by the American Federation 
of Labor in 1946, and is to be considered an official method of the AFL-CIO for 
er that portion of its business as indicated by the name of the depart- 
ment. 

The following seagoing maritime unions are affiliated with the maritime trades 
department: International Organization of Masters, Mates and Pilots, and Sea- 
farers International Union of North America. The last-named international, 
usually referred to as SIU, includes the following federated unions: 

Sailors Union of the Pacific. 

Seafarers International Union of North America, Atlantic and Gulf District. 
Seafarers International Union of North America, Canadian District. 

Seafarers International Union of North America, Great Lakes District. 
Brotherhood of Marine Engineers. 

Inlandboatmen’s Union of the Pacific. 

Marine Allied Workers Union of the Atlantic and Gulf Coasts. 

Marine Allied Workers Union of Pennsylvania, New Jersey and Delaware. 
Marine Allied Workers Union of Maryland, District of Columbia, Virginia, and 

West Virginia. 

Marine Pursers’ Union of the Pacific and Marine Chief Stewards’ Union of the 

Pacific. 

Pacific Coast Marine Firemen, Oilers, Watertenders and Wipers Association. 
Staff Officers’ Association of America. 

Pacific Coast Staff Officers’ Association. 

Marine Cooks and Stewards’ Union. 

The Commercial Telegraphers’ Union (Radio Officers). 

On behalf of the department, I desire to express thanks and appreciation for 
this opportunity to state our position with respect to the bill, S. 1488, introduced 
by the distinguished chairman of this committee. I also want to thank the 
chairman and the committee for its deep and continuing interest in the welfare 
of the American merchant marine. 

The sailors’ unions of the maritime trades department favor the Magnuson bill, 
S. 1488, and recommend that it be enacted. We believe that it will effectively 
deter transfers of American ships to foreign flag. We believe that these transfers 
constitute a serious threat to the maritime industry, and we favor all legislation 
which will further restrict such transfers. While favoring the Magnuson bill 
without reservation, we believe that even it does not go far enough. It is our 
position that foreign transfers ought to be stopped completely and immediately. 

The marine worker has a great stake in maritime policy. If that policy does 
not pay off in a viable merchant fleet he pays the ultimate economic price—he 
loses his job. The sailor cannot transfer foreign and make money at it, and he 
cannot make a living today aboard a ship that will exist 18 months from now. 
We are greatly concerned with what happens to the American merchant fleet, 
and with good reason. 

Although at present shipping is good on all of our coasts, we call attention to 
the fact that, viewed over the long range, the American merchant marine is in a 
precarious and unstable position. 

The National Planning Association, in a recent study made for a special Senate 
committee, reviewed the recent history of maritime employment, from which 
is quoted the material which follows: 

“Seafaring employment has followed a slightly different pattern from that of 
the size of the active United States fleet. Employment dropped from a high of 
158,860 in July 1945, to around 55,000 at the end of 1955. Despite the fact that 
tonnages for the European recovery program were very large in 1948, employ- 
ment dropped from 100,000 at the beginning of the year to 72,000 at the end 
of the year. 

“It dropped another 10,000 the following year. This loss in American seagoing 
employment took place in spite of the fact that during the 27 months of 1948-49 
and early 1950, 46 million tons of goods were shipped abroad. Seafaring em- 
ployment continued to decline until mid-1950, when the Korean war called for 
heavy shipments and an increase in the American merchant marine. Employ- 
ment rose to almost 100,000 in early 1952, only to fall off steadily from then on to 
its present level.” 
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As of March 1, 1957, employment aboard active United States ships stood at 
59,524. You might put it this way: since 1945 about 100,000 job opportunities 
have ceased to exist. The fact that employment figures have varied up to as high 
as those during the Korean crisis merely emphasizes how unstable the shipping 
picture is from the seaman’s point of view. 

The Nation has an interest in the American seaman. The equipment available 
(ships and such) are no more reliable, loyal, and efficient than the men who 
man them. The bona fide seaman is the real backbone of the merchant marine. 
Without his services the most modern ships afloat are something less than they 
were designed to be. The facts about lost employment opportunities and the in- 
stability of employment make it that much more difficult to attract and retain 
the caliber of seaman commensurate with the role played by the merchant marine 
in American economy, and with the part that our fleet is to take in the event 
of a national emergency. 

Concluding the quote just inserted from the National Planning Association 
report, there is this paragraph: 

“It will be noted that before the war seafaring employment was usually around 
50,000. If there were no foreign aid programs and cargo preference legisla- 
tion or no other alternative support program acting as a brake on the decline 
of the American merchant marine, it is probable that seafaring employment now 
would be much below prewar levels.” 

The question for us now is how this proposed bill, 8S. 1488, can relieve the 
situation. This bill would approach the point of stopping the transfer foreign 
of ships now under the American flag. This we heartily endorse. Making it 
more difficult to transfer foreign will probably keep a lot of ships under the 
American flag. First, it was the Liberty ship that was transferred out. Now, 
we find that Victorys and T-2’s are in the same obsolescent class as the Liberty. 
Can the day be far off when all the C-type vessels will be allowed to go foreign? 
The ship transfer program is self-accelerating. Bach transfer is a new argu- 
ment for new transfers, for each means more cut-rate competition. 

However, we recognize that the operators of ships and the Government are 
faced with some formidable problems that the mere prohibition of transfer for- 
eign is hardly likely to solve. The offshore operator is faced with rigorous com- 
petition from low-wage and low-safety-standard countries. He is impelled by a 
powerful incentive to make money. The transfer-out route is lined with gold 
for the shipowner. The Maritime Administration is charged with the duty of 
promoting and maintaining an adequate merchant marine. For the Maritime 
Administration it has seemed good tactics to use the shipowner’s profit motive 
to induce him to build and operate under the American flag in return for the 
privilege of transferring tonnage foreign. Now, the shipowner is entitled to a 
reasonable profit. The Maritime Administration has to deal with whatever the 
forces are that move the private shipowner. Nevertheless, there are some im- 
portant things which need to be said about the present policies of the Maritime 
Administration and the shipowners. 

According to the National Planning Association study made for the special 
Senate committee to study the foreign aid: 

“At the end of World War II foreign fleets were depleted because heavy losses 
during the war were not replaced. To assist our allies in rehabilitating their 
shipbuilding and shipping industries the Economic Cooperation Administration 
made large sums available for reconstruction of European shipbuilding industries 
and the United States Government made attractive terms available to foreign- 
ship operators for the purchase of surplus American vessels. Under the Ship 
Sales Act of 1946, the Government sold 1,113 vessels to foreign interests under 
the same conditions and terms granted American purchasers.” 

From 1946 to April 1955 the Maritime Administration permitted the transfer 
foreign of 576 ships. 

Since 1947 the world’s merchant fleet has increased by 2,771, or more. For 
example, Liberia had no merchant fleet in 1947, and it now has a fleet of 486 
ships, or more. Italy’s fleet grew from 250 ships to 598 ships. Germany’s fleet 
grew from 98 ships to 652 ships, or more. Meanwhile, the American merchant 
marine lost 100,000 job opportunities in roughly the same period of time. That 
is a two-thirds loss. In the last 6 months alone the privately owned and active 
United States fleet was reduced by 28 ships. 

The present building program, which the Maritime Administration claims is 
in part, a result of its trade-out and building policy, presents some interesting 
facts. A tabulation was introduced by the Maritime Administrator into the 
record before the House Merchant Marine and Fisheries Committee on February 
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6 and 7 of this year. According to that table, there were 90 ships under con- 
struction or conversion as of January 1, 1957. Of this number, there is 1 cargo 
ship being built for a private account, and 4 for the Military Sea Transport 
Service. There are 5 passenger-cargo or passenger ships either being built or 
converted. That leaves about 80 tankers. We are building tankers to the tune 
of eight-ninths of the construction under way. We could, conceivably, have, 
in time, a renewed tanker fleet. However, of these 80 tankers under construction 
or conversion, 23 of them are being built for foreign-flag operation. It is inter- 
esting to note that 23 ships are being built in higher-cost United States yards 
by foreign owners. The answer is that yards all over the rest of the world are 
full and the rates for tankers are attractive enough to offset the relatively higher 
United States building costs. According to the New York Times on December 
26, 1956 : 

“Many tanker orders now on United States builders’ books, it’s a safe bet, 
are there because foreign yards are overloaded with orders. It would take a 
mighty attractive customer today to get a foreign yard to accept an order for 
2 vessel to be delivered before 1961, which is at least a year or two longer than 
a buyer of similar stature would be kept waiting at a United States shipbuilder’s 
door.” 

Therefore, it is probable that many tankers now being built as a condition of 
trading-out would have been built anyhow. 

It is our understanding that the Maritime Administration had expected to 
enter into contracts with the subsidized operators to replace their fleets over 
the next few years. Since the budget for the Maritime Administration is being 
trimmed considerably by the Congress, that program may be in jeopardy. Yet, 
even if the replacement program goes through it will modernize some three hun- 
dred-odd ships of the subsidized fleet. If you add most of the tankers which 
eould, conceivably, be renewed by the trade-out program, you would have be- 
tween 500 and 600 ships in the renewed American merchant marine. But, we 
submit, such a merchant marine would be woefully inadequate for our economy 
and defense. 

According to the report by the National Planning Association, cited above: 

“Severe reduction or elimination of foreign aid would have a further de- 
pressing effect on the American merchant marine—creating serious unemploy- 
ment with the virtual elimination of the tramp fleet, curtailing profitable sub- 
sidized operations, and virtually eliminating unsubsidized operators. Unless 
other Government aid were forthcoming, there could not possibly be any replace- 
ment of ships in either the tramp or the unsubsidized fleet, even if the 1946 Ship 
Sales Act were reopened under favorable terms. Only Government-subsidized 
operation would be possible if foreign aid were greatly reduced, which means 
that the American merchant marine actively engaged in foreign trade would 
be reduced to less than 500 ships. This, in the opinion of the Defense Depart- 
ment officials, would endanger the national security. Not only would the United 
States lack the nucleus of an operating merchant marine in time of national 
emergency, but we would lose trained shipboard and shipbuilding personnel. 
Just as for the foreign aid program as a whole, its impact on the shipping in- 
dustry should not be considered apart from the problem of national security.” 

In effect, then, the United States merchant marine is now relying heavily on 
a form of subsidy for which the operator incurs no reciprocal obligation to the 
United States taxpayer. 

There is, supposedly, some degree of effective control over the ships that the 
Maritime Administration allows to be transferred out. We are told that they 
can even be counted as part of the mobilization potential of the United States. 
Now, no one can argue that being under a foreign flag is as good as being under 
the American flag as far as control by the United States is concerned. There is, 
inevitably, some loss of control regardless of the fact that ownership may re- 
main with the United States citizen. A ship under a foreign flag is manned by 
men over whom the United States has no control. That, to our way of thinking, 
is a substantial loss. 

Those ships transferred out last year numbered 53 in all. They were 14 years 
old on the average. The following excerpts from a report in 1950 by the Inter- 
national Labor Office on conditions in ships flying the Panama flag should raise 
some doubts as to whether those ships will be worth having back in 1960 when 
they are 20 years old: 

“While the consular service (of Panama) can check a ship’s papers and the 
yalidity of certificates, supervise the enforcement of labor legislation and deal 
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with crew grievances, the seaworthiness and safety of a vessel eall for highly 
technical inspections which can be made only by trained surveyors. Most mari- 
time countries have their own surveyors working under the competent ministry, 
and in addition they may delegate certain inspections to the surveyors of classi- 
fication societies of recognized integrity and arrange to accept their certificates. 
In the case of Panama, surveyors within the country have no opportunity of 
seeing most Panama ships, and it is therefore essential for Panama to adopt 
some other means of insuring that her ships come up to the standards of safety 
required by the international conventions she has ratified. Spokesmen for the 
Government of Panama ships must hold valid certificates from one of the three 
classification societies recognized by the Government—Lloyd’s Register, the Amer- 
ican Bureau of Shipping, and the Bureau Veritas. In the statement concern- 
ing registration under the Panama flag, from which extracts are given in ap- 
pendix III, it is stated that one of the documents required before transfer and 
registration are accepted is a certificate of survey from one of these societies. 
There is not, so far as the committee is aware, any regulation requiring sur- 
veys at regular intervals thereafter. Article 8 of Act No. 54 refers to periodical 
surveys, but it applies only to home-trade ships. It may even be doubted 
whether, in the past, the production of valid certificates of survey has been regu- 
larly insisted upon, since it was pointed out above that a number of ships in 
the Panama register are no longer classified by Lloyd’s because of failure to, 
apply for survey or because the ship falls below the society’s standards. It 
would appear essential for the Government of Panama, in view of the special 
circumstances of its fleet, to enter into arrangements with eertain of the classi- 
fication societies, whereby these societies would undertake responsibility for all 
the inspections normally carried out in other maritime countries either by the 
national authorities or by the societies—seaworthiness, loadline, all aspects of 
safety, maintenance of machinery and gear, crew accommodations, ete. As a 
necessary preliminary, regulations would have to be issued in Panama to deter- 
mine the standards to be applied in the case of subjects (such as crew accom- 
modation) not normally covered by the rules and standards of the classification 
societies. It would further be necessary for the Government to take speedy ac- 
tion in any case in which the society reported refusal or failure to comply with 
its recommendations.” 

The attention of the committee is called to other pages of the same Interna- 
tional Labor Office report, a copy of which is submitted for your convenience, 
with particular reference to pages 28, 29, 34, 35, 39, and 40. While conditions 
on Panamanian ships may have improved slightly since the issuance of this re- 
port, our experience convinces us that they are still far below American 
standards. 

The decline of the American merchant marine is already far advanced in one 
important segment of the industry. Remember that only one cargo ship is pre- 
Sently being built for private account. According to the National Planning Asso- 
ciation report, cited above: 

“The tramp ship industry relies primarily on the movement of bulk commodities. 
As the shipment of bulk commodities has increased or decreased, the prosperity 
of the tramp industry has responded accordingly. The composition of the foreign- 
aid program therefore has had a direct influence on the activity of the United 
States tramp fleet. Although the tramp ship industry has been very prosperous 
at times since the war, there has been a severe reduction in the size of the tramp. 
fleet. From 1948 to 1956, the American-owned tramp fleet has been reduced from 
around 200 to 70 vessels—around 130 vessels having been transferred to foreign 
registry where they could operate at lower costs. Of the remaining 70 vessels, 
there are over 40 for which applications for transfer abroad have been made with 
the Maritime Administration. The long-range difficulties of the tramp fleet are 
caused by the obsolescence of the Liberty ships which compose the fleet and their 
inability to compete with foreign-flag ships. The industry contends that it needs 
Government assistance, at both the operating and construction stages, if it is to 
survive. It appears clear that the foreign aid program—regardless of its size— 
cannot guarantee this survival, while a reduction of the program would only 
accelerate the decline. It does not appear likely that the problems facing the 
American-owned tramp ship industry will be solved by the size of the foreign aid 
program over the next 10 years unless the other basic problems are solved. In- 
deed, at the present pace, it would appear that the United States tramp fleet will 
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disappear much before 1965. If foreign aid is severely reduced or eliminated, the 
decline of the tramp ship industry in all probability would be accelerated.” 

This tramp ship fleet that shortly will no longer exist may be a ghost of great 

significance due to an event that seems to have attracted practically no attention. 
The President’s Materials Policy Commission published a long-range study of the 
United States resources position in 1952. They took note of a significant, historic, 
economic fact: 
“* * * the decade of the 1940’s marked a turning point in the long-range mate- 
rial position of the United States; historical trends long in the making came to 
a climax when the national economy moved just prior to the war from a long 
period of depression into a period, still continuing, of high employment and pro- 
duction. By the midpoint of the 20th century we had fully entered an era of new 
relationships between our needs and resources; our national economy had at 
last not merely grown up to our resource base but in many respects had outgrown 
it. We had completed our slow transition from a raw materials surplus nation to 
a raw materials deficit nation. 

“The symptoms of this changed materials position are today numerous; we 
have become the world’s largest importer of copper, lead, and zinc, whereas once 
we were huge exporters. We have begun to meet from foreign sources a sizable 
and growing portion of our needs for petroleum and iron ore, long the hallmarks 
of United States self-sufficiency. We have shifted from net exporter to net im- 
porter of lumber.- There are today only two metals (magnesium and molybde- 
num) used by United States industry for which we are not partially or wholly 
dependent on foreign supplies. At the start of the century we produced some 15 
pereent more raw materials than we consumed (excluding food) ; by midcentury 
we were consuming 10 percent more materials than we produced.” 

The attention of this committee is further directed to pages 13 and 18 of the 
report of the President’s Materials Policy Commission. Their predictions for the 
next quarter of a century are most significant : 

“Over the next quarter century, materials demand in the free world as a whole 
will probably increase two-thirds or three-quarters over what it is today. By 
1975 the United States will probably be producing from 75 to 85 percent of its 
increased needs and relying on imports for the balance. Since all the industrial 
nations, and not merely the United States, have either caught up with or outgrown 
their domestic resources, the same pattern of reliance on imports—but even more 
accentuated—can be expected for these nations as a whole.” 

What we are talking about here is the bulk trade that tramp ships cargo. 
The implication is clear: We will be dependent upon foreign sources for about 
25 percent of our raw materials in 1975. Our bulk fleet is about to disappear, 
leaving us with the national defense reserve fleet already old. Is there to be a 
program to deal with this situation? An adequate situation in 1975 would be 
one that possessed enough bulk carrier capacity under the American flag to 
assure the delivery of that essential 25 percent of raw materials. The rising 
imports of iron ores and nonferrous metals bear out the predictions made by the 
President’s Materials Policy Commission. It is in the national interest to protect 
our supply lines to these essential imports by serving them with ships owned and 
operated by American citizens. 

But there is a lot more to the transfer picture than the jobs of United States 
seamen, as important as that may be. There is the question of tremendous tax 
losses to the United States Government, both direct and indirect, from the trans- 
ferred ships and the enormous capital gains being made by shipowners once 
permitted to transfer. We, of course, are seafarers, and not tax experts. But 
we are taxpayers, and we are as much concerned as any other group about the 
loss of taxes by the Federal Government. From our study of these problems, 
the following conditions seem significant and deserving of the most careful con- 
sideration by the Congress. 

As has been reported on many occasions, the corporation operating the trans- 
ferred ships—an American company, American-owned, operating in and out of 
American ports and usually carrying United States cargoes—pays no taxes on 
its profits to the United States, and pays no taxes to Liberia either. Accord- 
ing to our information, as long as that profit is not switched to the books of 
the United States parent company there is no tax. I don’t need to tell you that 
these people have figured a variety of gimmicks to get around the problem of 
sending the money back to the States, one of them being an interest-free loan 
to the parent company in the United States, which is then free to invest that 
loan and reap the proceeds. 
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There are many others, which a good accountant could detail far better 
than we. 

That this tax loss can be considerable is shown by figures recently published 
in Business Week magazine, indicating that a 20,000-ton tanker hauling oil 
from the Persian Gulf to Europe around Africa was turning in a net profit, 
before depreciation, of almost $750,000 a trip. Such a tanker could make a 
minimum of five trips a year, possibly as many as eight. 

Of course, these are peak rates, and normal profit would be somewhat less. 
But when you figure that today, one of these ships is netting over $4 million 
a year before depreciation, when you think of the hundreds of runaway-flag 
ships in this area, then you begin to conceive of the immensity of this tax loss. 
The tax-free income involved undoubtedly runs to hundreds of millions annu- 
ally. The same ship under the American flag, paying American wages, would 
still net about $3,375,000 each year. 

An article which appeared in the Seafarers Log of March 15, 1957, and gives 
a more detailed accounting of the above, is hereby submitted with the request 
that it be printed in the record. 

The capital-gains aspects are very impressive. The spread between what a 
T-2 sells for in the United States and what it sells for foreign has ranged 
upward of $2 million per ship. This shows that the transfers have not gained 
a single new ship or job for American seamen and shipyard workers, notwith- 
standing statements to the contrary. If these ships had not been permitted 
to transfer, their owners would still have built new tonnage in American yards 
for two reasons: (a) There is a terrific shortage of new tanker tonnage, and 
(b) there is an equally terrific shortage of ways in foreign shipyards. They 
would have had to build in United States yards because there would have been 
no place else to go. 

Why permit these latest transfers then? The only obvious reason is to permit 
the shipowner to make twice as much in capital gains by selling his ship for- 
eign. Today, an American-flag operator who owns a T-2 tanker can get $2 
million in the United States market for a ship which he probably paid half as 
much for a dozen years ago. On the foreign market he can get around $4 mil- 
lion. We have been overly kind to these people when we permit them to go 
out and double their money at the expense of the United States merchant marine 
and merchant seamen. 

There is another aspect of the transfer program which it is important to 
mention. Who is behind all this? We have heard much about the operations 
of the Greek shipowners in this area, but that is only half the story—by far 
the lesser half. The larger half is that American oil companies are promoting 
and fostering this wholesale tax evasion by American-owned shipping corpora- 
tions. It is they who hand out the long-term charters to dummy foreign cor- 
porations. It is they who are building the bulk of the new supertankers for 
registry under the runaway flags. Any investigation of the transfer picture 
should consider the role of American oil companies in seeking ways and means 
to put their assets into tax shelters. 


SUMMARY 


In summary, then, the seagoing worker has already paid a tremendous price 
for the decline of the American merchant marine. This bill, we would hope, 
should stop the transfer foreign of more ships of our fleet. However, the transfer 
program is only indicative of a more basic malady. That malady is that the 
American merchant marine is not now adequate, nor does it appear that it will be 
adequate to the responsibilities that a privately owned fleet is expected to bear. 
Present and contemplated building programs would only modernize a little better 
than half the present fleet. 

Moreover, the decline of the bulk carrier fleet is ominous inasmuch as the 
United States is becoming an importer of so much of its basic raw materials. The 
concept of an adequate merchant marine today, and for the future, is different 
from the concept acceptable before 1950. The national interest now not only re 
quires a fleet to serve the historical interests of the United States, it requires a 
fleet to serve the new import position. While tearing down the American 
merchant marine, the foreign transfer program is also depriving the Federal 
Government of vast sums in taxes. 

We submit that, except for the almost negligible few who reap fabulous profits, 
all segments of American economy suffer from the transfer program. 

We, therefore, respectfully urge this committee to report the Magnuson bill 
favorably, and to continue its study of the transfer problem. 
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TANKsSHIP TRADE Nets FasuLous CAsH REWARDS 


Many large-scale investors are turning from stocks and bonds to ships—tankers 
in particular—for the “quick, safe profit” that every investor dreams of. The 
reason is obvious. Net profits of from $3,750,000 to better than $4 million a year 
are being realized at current rates on the employment of a single 20,000-ton tanker 
in the Persian Gulf to Europe trade. 

The higher figure, of course, is realized under runaway flags such as the popu- 
lar Liberian flag. What’s more, the operator of the runaway ship need pay no 
es to the United States Government as long as he keeps the money out of the 

tates. 
GROSS $1 MILLION PER TRIP 


Last week, a Senate investigating committee announced that some tankers were 
grossing almost $1 million per trip for hauling oil around Africa to oil-starved 
Europe. Subsequently, Business Week magazine, a publication which circulates 
widely among businessmen and investors, published figures which indicate a mini- 
mum annual net profit of $3,750,000, after all expenses, for a single tanker on 
voyage charter. 

The figures quoted are on a 20,000-ton supertanker which can run from Bahrein 
to the Atlantic coast of France and back in some 64 days. Taking into considera- 
tion the time spent in loading, unloading, repairs and overhaul, plus unfore- 
seen delays, such a tanker could make a minimum of 5 trips annually. Faster 
ships could go higher, between 6 to 8 trips. 

With present oil haulage rates quoted at $50 a ton on this run, the operator 
would gross $1 million a trip for her cargo. Bunkers and other expenses would 
run about $125,000 while labor costs for an American-flag operator are quoted 
at about $75,000. 

That would leave a net profit of almost $750,000 a trip. At five trips a year 
an operator could roll in gravy to the tune of $3,750,000 a year. 

Transfer the ship to the runaway flag and the figures become even more im- 
pressive. Runaway wage bills would be anywhere from one-third to one-fifth the 
American cost. Split it down the middle at one-quarter and you get a wage bill 
of around $19,000 a trip. On the five trips a year basis, that ups the operator’s 
take to $4,030,000—plus the fact that he escapes the tax bite. 

Of course, these figures assume he owns the ship free and clear. But even if he 
is paying off the mortgage, there’s plenty left in the pocketbook. 

“The prospect of so bright a future has brought a boom in tanker building.” 
the publication notes. It’s no wonder. 


(Whereupon, at 11:30 a. m., the subcommittee recessed. ) 
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